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Thrift 
Grows 


The sturdy growth of this old- 
established Society reflects sound 
policy, vigorously interpreted by 
first-class administration. Such a 
record gives one confidence. 


Write or call for free booklet, ** Savings 
for Security.” 


HASTINGS and THANET 


Building Society 


®@ Established over 100 years 
® Deposits are Trustee Investments 


@ Member of the Building Societies 
Association 
Registered Office: 


99 Baker St., London, W.1 


Telephone WELbeck 0028 


Branches and Agencies throughout 
the country. 











~NEW HEAD OFFICE 


The swift growth of our banking 
business in the 20 years since 
foundation has culminated in the 
completion of our new Head Office 
Building on the 8th of May. 


The building is entirely occupied 
by the bank and as such is ex. 
pected to be the biggest in scale 
in Japan. 


We are confident that the best 
conceivable equipment and facili. 
ties will serve to better the quality 
and efficiency of our services 
throughout our whole operation. . 
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THE TOKAI 
BANK. LTD. 


HEAD OFFICE: NAGOYA, JAPAN 


174 OFFICES: 
Nagoya, Tokyo, Yokohama, 
Osaka, Kobe, Sapporo, and 
other major cities throughout 
sity 


NEW YORK 
"REPRESENTATIVE OFFICE: 
149 Broadway, 

New York 6, N. Y. 

_ LONDON 
REPRESENTATIVE OFFICE: i 
107, Old Broad Street, | 
London, E. C. i 
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Long-term Capital 
IS PROVIDED BY 


Industrial and Commercial 
Finance Corporation 
Limited 


The Joint-Stock Banks set up the 
Corporation in 1945 to provide long-period 
loans on fixed terms, and share capital, 
to businesses with no ready access 
to the capital market 


ICFC’s facilities are thus supplementary 
to those of the Banks 


The booklet ‘Capital for Business’ 
will be sent on request 


HEAD OFFICE 
7 Drapers’ Gardens, London EC2 
National 8621/5 


and branches in industrial centres 
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MR HARALD PEAKE 





who becomes Chairman of Lloyds Bank at the end of this year on the 
resignation of Sir Oliver Franks 
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OGO IS GO with an extra go behind it —- the thrust you 
need to break through a barrier. If your business is on the 
go, if you’ve reached the barrier of decision about data 
processing, then I-C-T can be of real help to you. 

First: I-C-T make the widest range of data processing equip- 
ment in Britain - punched cards and computers. They can plan 
a system that suits your exact needs. with the flexibility to grow 
as you expand. Second: I-C-T have over 50 years’ experience of 
installing data processing machines for customers of all shapes 
and sizes, from a small wholesale distributor to an organisation 
as big as Imperial Chemical Industries Ltd. 

Go to I-C-T for constructive advice on data processing that 
goes to work for your business. Phone your local I-C-T office or 
write to us now. 


I-C‘T DATA PROCESSING 
International Computers and Tabulators Limited 
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A Financial Notebook 


Markets at a Peak 


THE small investor last month 
shrugged off Mr Selwyn Lloyd’s 
imposts on profits tax and fuel with 
the same abandon with which he 
had shrugged off the news that 
Britain’s balance of payments was 
{344 millions in the red. The 
balance of payments white paper 
(discussed in a note on page 303) 
left equities completely unruffled: 
on March 29, the day of its publica- 
tion, the Financial Times equity 
index rose 1.2 points, on the follow- 
ing day it added a further 0.9, and on 
the next dealing day, when investors 
had had the whole of the Easter week- 
end to prepare their orders, it jumped 
2.2 points to 344.4, thus penetrating 
the previous all-time peak of 342.9 
established on January 4, 1960. 
Thereafter markets went merrily 
on: by the close of business on 
budget day (April 17) the FT index 
had reached 353.1; by April 20 it 
had reached 357.2. ‘The Algerian 
revolt brought a pause; but markets 
moved sharply ahead after its col- 
lapse—the FT index reaching 362.8 
on April 28. 

This latest burst of strength, once 
again, appears to have been due 
almost entirely to the buying of a 
host of small investors in a market 
short of good-class stock. Institu- 
tional investors appear to have re- 
mained on the sidelines: some indeed 
have expressed shocked surprise at 
the pace of the recent advance 
against a background that can 
scarcely be called encouraging. In- 


deed, the only real encouragement 
the market has received in the past 
month has come from Wall Street, 
which, reassured by the increasing 
signs that the industrial recession 
had saucered out, blazed up—carry- 
ing the Dow Jones average to a new 
peak of 696.72 on April 17—before 
the Cuban fiasco brought a relapse. 

Not surprisingly, for the reasons 
discussed in our opening article, the 
budget helped gilt-edged, which 
showed a notably firmer tone in the 
second half of last month. 


Sterling Feels the Strain 


Scarcely surprisingly, amid the 
dramatic happenings in Laos, Cuba 
and Algeria Britain’s budget passed 
almost unnoticed in overseas ex- 
change markets. Foreign observers 
seemed even less impressed than 
home observers with the Chan- 
cellor’s ‘“‘toughness’’. In _ the 
second half of the month sterling 
weakened against virtually all cur- 
rencies. The spot rate on New 
York, which in the second week 
of April had touched $2.80 for 
the first time since mid-February, 
dropped back to $2.797%; the rate 
on Frankfurt dropped from DM 
11.114 to 11.084. The pound rallied, 
however, in the closing days of the 
month: security sterling, indeed, 
which had been conspicuously weak, 
jumped 2 cents to $2.78. 

The confidence inspired by Mr 
Macmillan’s meeting with President 
Kennedy at the beginning of April 
—particularly by their agreement on 
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the need to cushion the impact of 
international flows of hot money 
and by the hint of a new approach 
to the European trade problem—was 
soon overshadowed. Although there 
were signs, particularly in the middle 
of the month, that money rates in 
London were again attracting some 
foreign funds, the inflow was less 
than sufficient to cover the deficit 
in Britain’s current payments; the 
demand for foreign exchange exerted 
a downward pressure on the ex- 
change rate that forced the authori- 
ties on occasion to offer support. 

The cost of their massive—and 
highly effective—supporting opera- 
tions in the days after the revalua- 
tion of the D-mark was only partially 
revealed in the gold loss of £62 
millions ($174 millions) reported for 
March. A substantial amount of 
sterling accruing to European cen- 
tral banks was not converted during 
the month. After the D-mark move 
European central banks agreed at 
Basle to refrain from immediately 
converting into gold their resultant 
acquisitions of each other’s cur- 
rencies (see ‘Sterling After the 
Storm ’”’, The Banker, April, 1961). 
The gradual conversion of their 
holdings of sterling is likely to 
obscure further the true gold flow 
over the months ahead. 


Trade Gap Narrows 


Reassuringly, the trade return for 
March indicated that the gradual 
narrowing of the trade gap recorded 
in previous months had continued. 
Seasonally adjusted, exports dropped 
by £6 millions to £301 millions in 
March, but imports dropped by £8 
millions to £375. Allowing for a 
rise of {1 million in re-exports 
the trade gap narrowed from {£68 
millions in January and £65 millions 
in February to £62 millions. In the 
first quarter as a whole exports 
(seasonally adjusted) were 44 per 


cent higher than in the last quarter 
of 1960, while imports were 1 per 
cent lower: the trade gap averaged 
£64 millions a month compared 
with £83 millions in the fourth 
quarter of 1960, £82 millions in the 
second and £54 millions in the first. 


Midland to Raise £24 millions 


The biggest injection of new 
capital ever to be sought by a 
British bank was set afoot last month 
by proposals by the Midland Bank 
to raise its paid-up capital from £24 
millions to £40 millions and its 
total disclosed reserves (including 
share premium account and profit 
balance) from £20 millions to £28 
millions. This is to be achieved by 
a “‘ rights ’’ issue of {1 shares offered 
at {£3 each in the proportion of 
one-to-three, raising {£24 millions of 
new money, and by making a “ free” 
issue in the same ratio by capitaliza- 
tion of published reserves. The 
money raised by the Midland in the 
1959 wave of issues was the smallest 
among the Big Five—at {4 millions 
it was less than one-third of the 
sum raised by Lloyds. The new 
operation will lift the ratio of the 
Midland’s total disclosed share- 
holders’ resources to its deposits (as 
at end-1960) from the low figure of 
2.6 per cent to 4.1 per cent—putting 
it ahead of Barclays but still some- 
what behind Lloyds in this respect. 

The Midland expects to pay this 
year an interim dividend of 94 per 
cent on the existing shares and a 
final of 7} per cent on the increased 
capital. The new annual rate will 
represent a 1 per cent increase on 
present capital (4 per cent more 
this year). 


Hambros in New York 


Hambros Bank last month an- 
nounced that it was entering Wall 
Street by becoming a limited partner 
in Laidlaw & Co, the 119 years old 
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banking and broking house. To 
conform with the rules of the New 
York Stock Exchange the limited 
partnership excludes Hambros from 
participation in the brokerage busi- 
ness. Hambros has invested $5 
millions through a specially formed 
company—Hambros Delaware Cor- 
poration—receiving in return a 65 
per cent interest in the Laidlaw 
banking business. 


£344 millions in the Red ? 


The wholesale re-writing of 
Britain’s external accounts occas- 
sioned by the switch in the estimates 
for non-sterling imports from an 
exchange control to a trade return 
basis and by the revelations of 
official inquiries into foreign invest- 
ment has changed the look of the 
balance of payments almost beyond 
recognition. In particular, the dis- 
covery that foreign firms have been 
earning and re-investing in Britain 
considerably more than the statis- 
ticians had previously supposed has 


necessitated a substantial debiting 
of the current account and a corre- 
sponding addition to the inflow of 
long-term capital. The current sur- 
plus for 1958 (initially estimated at 
£455 millions) has been further 
written down from £345 millions 
to {291 millions; the surplus for 
1959 from £139 millions to £51 
millions; and the current account 
deficit for 1960 put at no less than 
£344 millions. The net outflow of 
long-term capital in 1959 has been 
written down from £259 millions 
to {179 millions; the net outflow 
for 1959 from £553 millions to £495 
millions; and the net outflow for 
1960 put at {£201 millions. Thus 
the estimated overall balance of cur- 
rent and long-term capital transac- 
tions swung from a surplus of £112 
millions in 1958 to a deficit of £444 
millions in 1959 and to a deficit of 
£545 millions in 1960. 
Disobligingly, these figures differ 
very considerably from the net 
changes recorded (more reliably) in 


BRITAIN’S BALANCE OF PAYMENTS 


(£ millions) 




















1958 
Imports (f.0.b.) 3,330 
Exports and re- -exports (f.0. ‘b. ) 3,392 
Trade balance + 62 
Invisibles (net): 
Government — 222 
Shipping .. + 22 
Interest, profits, dividends +261 
Travel - 17 
Migrants’ funds, gifts, etc - 2 
Other services ; oa +187 
Total net invisibles . . +229 
Current balance .. +291 
Net outflow (—) of long- term capital -—179 
Balance of current and long-term 
' Capital transactions . +112 
Errors and omissions (‘“‘ balancing 
item ”’) ‘2 e ie + 99 
Balance of monetary movements* -+ 211 















































1959 1960 
1959 1960 July- Jan- July- 

Dec June Dec 
3,578 4,077 1,848 2,033 2,044 
3,509 3,711 1,783 1,907 1,804 
— 69 — 366 — 65 — 126 — 240 
— 234 — 287 — 120 — 142 — 145 
— 25 — 25 - 8 - 3 — 22 
+223 +179 + 87 #4«++4101 + 78 
— 20 —- 17 — 21 - —- 17 
- 1 — + 1 + 2 - 2 
+177 +172 +090 + 89 + 83 
+120 +22 +29 + 47 —- 25 
+ 51 — 344 —- 36 — 79 — 265 
— 495 — 201 — 226 -111 — 90 
444 — 545 — 262 — 190 — 355 
+ 64 +377 - 2 +141 +236 
— 380 — 168 — 264 —- 49 —119 

















* + = Decrease in net short-term liabilities. _—— Increase in net short-term liabilities. 
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the balance between Britain’s short- 
term assets and _liabilities—which 
must mirror the overall balance. 
In consequence, as the accompany- 
ing table shows, a very large balanc- 
ing item has had to be added to the 
accounts. For 1960 this balancing 
item indicated an unrecorded net 
credit of no less than £377 millions 
—33 millions larger than the deficit 
shown in the current account! The 
massive size of this unknown forbids 
any detailed analysis of the new 
figures. It may be recorded briefly that 
roughly a quarter of the deterioration 
shown in the current balance be- 
tween 1959 and 1960 was attribut- 
able to invisible items and that 
geographically the deterioration be- 
tween the two years was more than 
accounted for by the increase in 
Britain’s current deficit—from £215 
millions to £644 millions—with the 
non-sterling world. In the same 
period the current balance of the 
overseas sterling area with the non- 
sterling world swung from a surplus 
of {61 millions to a deficit of £399 
millions. 


Sir Oliver Franks Leaving 
the City 


Sir Oliver Franks is to return to 
the academic life that he left on the 
outbreak of war and resumed only 
briefly shortly after the war ended. 
He is relinquishing his chairmanship 
of Lloyds Bank at the end of this 
year, or soon after, in order to be- 
come Provost of Worcester College, 
Oxford. This news has been re- 
ceived with surprise and with a clear 
sense of loss in banking circles, for 
Sir Oliver had rapidly established 
himself as a central figure in the 
City, which might have expected 
to enjoy for many years his great 
qualities of leadership and his skill 
in advocacy; for Sir Oliver is only 
56 and had packed a huge adminis- 


trative and diplomatic experience 


into the fourteen years that separated 
his professorship at Glasgow from 
the chair at Lloyds. 

His successor as chairman will be 
Mr Harald Peake, who has been 
a vice-chairman since 1947. He 
will resign his chairmanship of the 
Steel Company of Wales. Viscount 
Amory, who joined Lloyds board 
after resigning as Chancellor of 
the Exchequer, becomes a vice- 
chairman. 


Challenge to the Bank ? 


When the Midland Bank’s liqui- 
dity ratio dipped to 0.5 per cent 
below the 30 per cent minimum at 
the make-up for mid-March, one 
commentator suggested that this 
might have been a deliberate chal- 
lenge to the authority of the Bank 


Mar 15, Change on 
1961 Month Year 
{mn {mn {mn 
Deposits... 7189.2 —- 55.7 +142.0 
““Net’”’ Dep* 6697.3 —- 71.5 +138.0 
Liquid 7% 

Assets 2187.5 (30.4) - 64.9 - 30.0 
Cash . 602.1 (8.4) + 3.8 + 33.7 
Call money 582.5 (8.1) + 23.2 + 27.3 
Treas bills 790.3 (11.0) -107.2 - 150.7 
Other bills 212.5 (3.0) + 15.3 + 59.6 
Special Dep 143.3 (2.0) 3.9 +143.3 
* Risk ” 

Assets 4662.7 (64.8) + 2.3 + 31.8 
Investments 1187.1 (16.5) - 50.6 -—313.6 
Advances.. 3475.5 (48.3) + 52.9 +345.4 

State Bds 61.6 - 10.3 - 11.6 
3413.9 + 63.2 +357.0 
Allother 5 3792 ot 4+ 60.5 +3595 


* Excluding balances in course of collection 
and items in transit. 

+ Ratio of assets to gross deposits. 

} Excluding items in transit. 


of England. The true explanation, 
however, seems to have been that 
exceptionally large movements of 
funds took place just before the 
make-up—possibly associated with 
the very heavy settlements in the 
foreign exchange market following. 
the shake-up caused by the D-mark 
revaluation. It is clear, none the 
less, that a shortfall below the 
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minimum as considerable as this— 
as distinct from the two or three 
decimal points shown by two other 
banks at the same make-up—is not 
regarded with equanimity by the 
authorities. This seems to mean 
that, in order to avoid the risk that 
an undue shortfall might be caused 
by adventitious movements, the 
banks when making their final pre- 
parations for the make-up may at 
times have to aim somewhat above 
the minimum. 

The latest make-up figures avail- 
able at the moment of passing this 
section of 7’he Banker for press are 
these March figures, analysed in the 
accompanying table but commented 
upon in our last issue. The main 
figures from the April statement 
have been inserted, however, in our 
regular table on page 371. 


Guinness Mahon—Ltd. 


At the end of March Guinness 
Mahon joined the long list of the 
City’s merchant banking houses that 
have sought to adapt their organiza- 
tion to the needs of the mid- 
twentieth century and lighten the 
burden of death duties by becoming 
a limited company. To that end 
the authorized share capital of the 


house was raised to £2,500,000, of 
which {1,100,000 is issued and fully 
paid up. ‘The incorporation leaves 
Rothschilds as the only member of 
the Accepting Houses Committee 
still a partnership. 


New Guarantees for 
Export Finance 


The authorities have crowned 
their efforts to improve the credit 
facilities available for British exports 
by agreeing, in certain circumstances, 
to guarantee long-term loans by 
banks and other institutions to 
finance large-scale capital projects 
overseas. The guarantees, Mr Maud- 
ling announced last month, will cover 
capital projects—power stations, steel 
mills, railways, etc—normally cost- 
ing not less than {2 millions (ex- 
cluding local expenditure) and ocean- 
going ships. No maximum term has 
been set on the length of such loans 
—-apart from a general requirement 
that the useful life of the assets 
created must extend “ substantially 
beyond” the period of: the loan. 
The fact that the credit is extended 
direct by the financial institution 
and not by the supplier of the goods 
—thus reverting to the classical form 
of export finance—excludes it from 





THE ALLIED GROUP 
OF UNIT TRUSTS 


Electrical and Industrial Development Trust 
British Industries Flexible Trusts 
Metals and Minerals ‘Trust 


GROSS YIELDS 
£5 1s. 6d.% to £6 7s. 0d.% 


according to the Trust selected 
(Calculated in accordance with Board of Trade requirements) 
Managers: ALLIED INVESTORS TRUSTS LIMITED 
7-8 Great Winchester Street, London, E.C.2 
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the rules of the Berne Union, which 
forbid the insuring of suppliers’ 
credits with a term of more than 
five years from the date of shipment. 
The loans must be repayable by 
instalments and will be guaranteed 
by the Export Credits Guarantee 
Department 100 per cent against 
the borrower’s failure to meet any 
instalment on the due date. The 
announcement of this major con- 
cession was speedily followed by the 
news that Lazard Bros had formed 
a consortium of twenty-eight in- 
surance companies to _ provide 
£11,500,000 of long-term export 
finance. 

Certainly, the new guarantees 
meet the criticism that has been 
growing in recent years that Britain 
was falling behind its rivals (notably 
Germany and the United States) in 
the facilities that it provided for 
financing long-term capital projects. 
Even so, the concession must give 
rise to some misgivings about the 
dangers of placing new burdens on 
Britain’s balance of payments and of 
starting (or intensifying) an export 
credits race. Advisedly, Mr Maud- 
ling made it plain that the new 
facility will be “ applied with much 
greater selectivity than normal 
ECGD insurance”’ and that the 
strength of the balance of payments 
would be taken into consideration 
in deciding the extent to which it 
can be granted. 


Cheaper ECGD Premiums 


Two other concessions were an- 
nounced at the same time. First, 
ECGD is to introduce a new scale 
of premiums for medium-term busi- 
ness that will reduce total premiums 
charged by about 25 per cent. The 
whole basis of ECGD rates has been 
reappraised and the Department 
required merely to break even in 
its operations, whereas in the past 
it was expected to show a profit. 


The total reductions in premium 
will amount to roughly one-fifth of 
ECGD’s average income _ from 
“commercial ’”’ business—a cut of 
over {1 million a year. The reduc- 
tions are directed towards narrowing 
the differentials charged for ‘‘ weak ” 
markets and for long credit periods. 
Thus the premiums in respect of 
category D markets (the weakest) 
have been reduced by 40 per cent, 
while those for categories A and B 
(which command the finest rates) 
have been reduced by only 5 per 
cent. Secondly, to encourage the 
smaller firms to expand their exports 
a new form of ECGD cover has been 
introduced: for short-term business 
it will provide 90 per cent cover 
against loss. The new “small 
exporter’’ guarantees are _ being 
launched with a publicity drive. 

The three concessions announced 
last month presumably complete the 
Government’s overhaul of Britain’s 
export credit facilities. Earlier steps 
included the authorization of the 
ECGD to match terms offered by a 
foreign competitor and to give part 
period cover of up to five years 
where it feels that a British exporter 
is at an unfair disadvantage (see 
The Banker, November, 1960, page 
707, and December, 1960, page 785) 
and the granting of refinance facilities 
for a portion of guaranteed medium- 
term credits extended by a clearing 
bank ( see The Banker, March, 1961, 
page 170). Summing up the various 
measures taken, Mr Maudling said 
that the British exporter could now 
meet foreign competition “ at least 
on level terms ”’. 


British Banks in Moscow 


Four clearing banks—Barclays, 
Lloyds, Midland and Westminster 
—are sending representatives to man 
stands at the British Trade Fair that 
opens in Moscow on the 19th of 
this month. 
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Switching to Fiscal 
Controls 


Y far the most important feature of Mr Selwyn Lloyd’s first 
budget, on a long view, is not what it does but what it seeks 
power to do. By tackling at last the problem of providing major 
new instruments for regulating the economy that can be available 
at any time, it not only promises to transform the techniques of economic 
control, especially financial control, but encourages the hope that eventually 
they may be made to operate much more smoothly and successfully. 
Whatever doubts may be felt about the details of the budget as such—or 
even about the details of the proposed new regulators—this single initiative 
has ensured for it a prominent place in the history of British financial policy. 

This same feature has also weighed heavily in most appraisals of the 
budget on the short view. ‘The Chancellor’s immediate tax proposals have 
inevitably been linked to the possibility that other steps may be taken 
later in the year. Many have here observed, indeed, a superficial resem- 
blance to last year’s budgeting, recalling that Mr Amory (as he then was) 
flanked his budget with the warning that it might soon be necessary to 
impose tougher credit measures. But this is a comparison that does less 
than justice to the new approach. Mr Amory implemented his threat 
almost at once, in effect making his Special Deposits and hire-purchase 
controls a counterweight to the undue leniency of his no-change budget, 
and thus, as we remarked at the time, deliberately putting more reliance 
on monetary weapons to prevent an undue build-up of demand than had 
been done in any budget since 1955. Mr Selwyn Lloyd, by contrast, 
claims his tax measures to be enough in themselves on present reckoning, 
declaring that had he had doubts about this, he would have imposed addi- 
tional taxation now. Not everyone will endorse this reckoning, but the 
fact that the Chancellor has so clearly reaffirmed it shows that he is not 
counting on using the new powers at the earliest opportunity but does 
genuinely regard them as “‘ not exactly emergency powers, but powers to 
avert any trouble”. However that may be, the important consideration in 
judging the adequacy of policy this year is that if the budget action needs 
to be reinforced, new and more promising means of reinforcement are 
being provided. And this leaves Mr Lloyd, in neat reversal of Mr Amory’s 
vulnerable attitude, putting more reliance on fiscal methods of regulating 
the economy than any Tory predecessor has ever done. 
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This budget may be remembered, too, for its one clear act of political 
courage—in breaking free from the tangled fears which year by year had 
held up the long overdue relief to surtax payers, and in granting substantial 
concessions to them, in the name of social justice as well as incentive, in 
a budget that aimed at disinflation and conceded hardly any other reliefs. 
The seeming inconsistency was countered by pinning the concessions to 
earned income, and to future earnings, so that the earliest remizsion of 
tax is twenty months distant; and by financing them by a politically 
propitiatory impost, the one retrogressive act in this budget, another increase 
in profits tax—which likewise will not affect the revenue until 1962-63. 

This article examines first the implications of the new regulators, 
especially for monetary policy and the gilt-edged market; it then analyses 
the broad shape of the budget, in the light of expected trends in the 
economy, and of the Exchequer accounts; and turns finally to the principal 
tax proposals—including the proposed regulators. 


Implications of the Switch 


The more flexible the fiscal weapons can be made, the less will it 
be necessary to rely on monetary measures.—Radcliffe Report. 


Mr Selwyn Lloyd, it deserves to be noted at the outset, has shown him- 
self to be trying to come to grips with other long-range problems besides 
those of how best to restrain or stimulate the economy at short notice— 
in particular, those of simplifying the tax structure, modernizing the 
Estimates and Exchequer accounting and contriving a longer-term control 
of public expenditure. His remarks under the first head were somewhat 
discouraging, but it seems evident that significant progress may be hoped 
for under each of the other two heads in the course of this year. If new 
and more effective methods could be devised of scrutinizing and con- 
trolling public expenditure, and of relating the programmes over, say, 
five-year periods not only to the hoped-for rate of growth of productive 
resources but to the chief competing demands upon those resources—for 
example, from the increase in exports needed to support the assumed rise 
in total output—a major advance might be made towards the goal of 
smoother expansion. For the present, however, the best contribution to 
that end comes from devising quicker-acting yet more pervasive methods 
of curtailing demand, especially consumer demand, once it shows signs of 
mounting too fast, or of stimulating it whenever it flags unduly. 

These are the purposes intended to be served by the Chancellor’s new 
regulators. Physical controls, with their obvious disadvantages, have been 
substantially dispensed with in recent years; but monetary regulators, 
said Mr Lloyd, also have their disadvantages. ‘‘ It is not always possible 
to arrange that the same level of Bank rate suits us domestically and inter- 
nationally. A high rate may be prudent at home if demand is too high, 
but it may attract at some cost to us short-term funds from overseas which 
are not really wanted ’—and, he abstained from adding, which certain 
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overseas countries may at times find it embarrassing to lose. On the 
other hand, whilst the effects of changes in hire-purchase regulations have 
proved to be “ both prompt and substantial ’’, they put “‘ too much of the 
brunt ’’ of the necessary corrective action on a few industries. Therefore 
the chief instrument of regulation should remain the budget; but ‘* what 
was right at the beginning of the financial year may well need adapting 
later on’. Accordingly, “‘ while not dispensing with any of these monetary 
methods ”’—among which he specifically named special deposits—the 
Chancellor sought new tax measures “‘ which can be brought into operation 
quickly at any time of the year, and the effect of which will be reasonably 
rapid and widespread ”’. 

Having rejected the notion of a comprehensive low-rate sales tax as 
“ something of a mirage ’’, he fastened instead upon a new power to impose 
uniform percentage surcharges or to grant special rebates, up to a maximum 
of 10 per cent in either direction, on all simultaneously of the main existing 
customs and excise revenue duties and purchase tax—duties that at present 
yield some £2,300 millions and relate to £7,500 millions of expenditure, 
mostly by private consumers. He also seeks power to impose at any time 


THE BUDGET IN BRIEF 


(£ millions) 
1960-61 1961-62 

Before After 

Estimate Out- Tax ax 

turn Changes Changes 
Surplus above-line es “s 304 147 438 506 
Net below-line payments o 622 541 575 575 
Borrowing requirement (Overall 

deficit) .. oo és i 318 394 137 69 


a tax that is entirely new to the British fiscal system, and one that is of 
much more dubious merit for the special purpose in view, as is shown in 
the final section below. This is in effect a general flat-rate pay-roll tax, 
which would be payable by employers at a rate not exceeding 4s a week 
per employee. If these new powers are duly bestowed on the Chancellor, 
he will indeed be entitled to claim, as the Financial Secretary to the Treasury 
has argued, “‘ to be in a stronger position to regulate the economy . . . than 
any other Finance Minister in the Western world ”’, for the amount of 
taxation that could be imposed or remitted through the first new weapon 
by his decision at any time would be at the rate of up to £200 millions a 
year in either direction, and an equal amount could be raised by the pay- 
roll tax. If the two restraints came into force together at their maximum 
rates half-way through a fiscal year, they could rake in during the remainder 
of the year three times as much additional taxation as the Chancellor has 
imposed, net, in this budget for the whole year. 

These weighty new powers, it needs to be emphasized, are in addition 
to the existing ones. Mr Harold Wilson naturally lost no time in con- 
gratulating the Chancellor for his “clear repudiation’ of the monetary 
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weapon, but this brought strong rejoinders from each of the Government 
spokesmen later in the budget debate, and especially from Sir Edward 
Boyle, who remarked incidentally that ‘‘ it would be rash to say that we 
would never make use of hire-purchase control’’. But though the Govern- 
ment is not abandoning the monetary weapon, it is evident that it has taken 
to heart the lesson urged by the Radcliffe Committee—and, indeed, urged 
also by the Bank of England, though in somewhat different guise—that if 
monetary action is not to be asked to do more than can reasonably be 
expected of it, the weapons of public finance must take a larger share. In 
future, if demand is threatening to overstrain resources, the weapon that 
is likely most often to spring first to mind will be the one that strikes most 
directly and most widely at consumers; its use might indeed be accom- 
panied by monetary action, but that is most unlikely to be expected to do 
duty alone in such circumstances. 


Interest Rate Policy Now 


If these new between-budgets fiscal weapons, or some improved versions 
of them, prove to be as flexible and satisfactory as they might reasonably 
be expected to be, the particular monetary weapon on which the authorities’ 
reliance would be likely to be most clearly diminished would be that of 
sharp increases in Bank rate. These might then be reserved for moments 
of strain of the kind defined in the Radcliffe Report, when a pressure on 
domestic resources is combined with an international pressure on sterling. 
For although the new arrangements between central banks, and the other 
moves now being made towards wider international financial co-operation, 
were probably not the mainspring of Britain’s search for fiscal regulators, 
they clearly played a significant part. As Sir Edward Boyle remarked, 
after reiterating the Chancellor’s point that Bank rate is “‘ not just a simple 
domestic concern ’”’, the free nations of the Western world should not 
only aim at greater co-operation in trade and payments, but “ may very 
well have to learn to co-operate more closely in their interest rate policies ”. 

It might also be reasonable to deduce that bankers would be less exposed 
to the control by exhortation and coercion that has been so common in 
recent years; and that sort of change might logically be accompanied by a 
sheathing of the special deposits weapon—except perhaps at moments 
when debt maturities proved unusually embarrassing for the Treasury. 
As yet, however, there has been no sign whatever that any alleviation of 
that kind might lie ahead. Equally, when noting the limitations of monetary 
action, nothing whatever was said by any Government spokesmen about 
the newly-discovered weapon, and the only one exalted by the Radcliffe 
Committee, of acting upon longer-term interest rates by an “‘ active” debt 
management policy. There seems reason to regard this omission as 
deliberate, for in the context of emphasizing that his budget had left him 
with no need to look for new money in the gilt-edged market this year— 
he ought, indeed, to have substantial funds available for redeeming mar- 
ketable debt—the Chancellor observed that ‘‘we shall not lose sight of 
our longer-term aim of lengthening the debt already in the market”. 
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Certainly it is to be hoped that debt management policy, and interest-rate 
policy in general, will always be kept broadly in step with the aims of 
economic policy as a whole, in spite of the expected shift in emphasis 
from one type of regulator to another. It would be the height of folly to 
allow the possibility of more effective and firmer fiscal action to become 
an excuse for laxity in the monetary sphere. ‘That would merely put the 
clock back to the times of Sir Stafford Cripps, when toughness in budgeting 
(not to mention the rigours of physical control) was undermined by the 
excesses of unduly cheap money. 

Thus, while the gilt-edged market has been right to take heart at these 
signs of a new determination to arm the economy against inflation, at this 
devising of weapons that relieve the Bank rate weapon, and at this budget 
that shows only a tiny “ overall” deficit before crediting non-market 
borrowings and Exchange Account receipts, it ought not to hope for any 
drive to reduce interest rates. It is true, of course, that if additional 
taxation really is borne by the consumer, in the sense of enforcing economy, 
instead of being financed (as some of this year’s imposts will be) by reduc- 
tions in saving, then in the absence of other offsetting demands it will 
permit and tend to bring about some easing of interest rates. But in the 
circumstances of this current year, when the whole aim of policy is dis- 
inflationary (and when there is room for doubt, as the following section 
shows, whether the immediate disinflationary effort is sufficient), it may 
be doubted whether the authorities will allow this tendency free rein. The 
banks, at all events, will not have failed to observe that the unusual strength 
of the Treasury’s prospective cash account gives the authorities great power 
to maintain their grip on bank liquidity—or, as Mr Selwyn Lloyd put it, 
the authorities will have ‘‘ additional room for manceuvre . . . from now on ”’. 
Obviously, it cannot be taken for granted that the days of bank selling of 
gilt-edged are ended—any more than it can be taken for granted that 
improvements in the technique of tax instruments mean that the Govern- 
ment will in the event have the courage to wield those instruments as 
firmly as may be needed. 


The Budget and the Background 


To Mr Selwyn Lloyd fell the invidious honour of introducing the 
toughest budget—if measured in terms of net addition to the tax burden 
in the current fiscal year—of any Tory Chancellor since the war. The 
buoyancy of prospective revenue (swollen by £40 millions accruing from 
Lord Amory’s increase in profits tax a year earlier and by £60 millions 
from the prepayment of German debt) promised to cover the prospective 
increase of £215 millions—to £6,002 millions—in ordinary expenditure 
and to provide a surplus above-the-line of £438 millions compared with 
the £147 millions actually realized (and the £304 millions budgeted for) 
in 1960-61.. Net payments below-the-line were expected to total £575 
millions, compared with an estimate of £622 millions and an out-turn of 
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£541 millions in 1960-61. On the basis of existing taxation, therefore, the 
prospective overall deficit for 1961-62 was £137 millions—{257 millions 
smaller than the actual deficit in 1960-61. The Chancellor could not be 
content, however, with the improvements resulting from buoyancy alone. 
He decided to offset tax concessions costing around {13 millions in the 
current year (notably the increase in the flat rate allowance for national 
insurance contributions from {£15 to £18 and the replacing of the ad valorem 
stamp duty on bills of exchange by a fixed rate of 2d) by tax increases 
expected to yield an additional £81 millions this year—a net impost of 
some {68 millions. 

Fortunately for the Chancellor’s arithmetic, the major concessions on 
surtax will cost the Exchequer nothing in the current year; similarly, the 
increase in profits tax from 124 to 15 per cent with which he sought to 
balance those concessions will bring in only a bare £14 millions this year. 
The bulk of the additional revenue will be provided by the duty of 2d a 
gallon on heavy oils (fuel oil, gas oil and kerosene), which is expected to 
yield £48 millions this year. The increase in motor vehicle duties—from 
£12 10s to £15 for a private car—is expected to yield £25 millions and the 
duty of 10 per cent on TV advertisements {£7 millions. These additions 
raise the prospective surplus above-line to £506 millions—the biggest 
surplus sought by any Chancellor since Sir Stafford Cripps’s austerity 
budget of 1948. 

Even so, the major doubt raised by the budget is whether Mr Lloyd 
has been tough enough. The economic forecasts given in his speech 


TABLE I 
BUDGET ESTIMATES AND EXCHEQUER OUT-TURN 
(£ millions) 
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1960-61 1961-62 1960-61 1961-62 
Budget Budget Budget Budget 
Revenue Esti- Out- Esti- Expenditure Esti- Out- Esti- 
mate turn mate mate turn mate 
Income Tax... i“ 2,478 2,433 2,728 | Interest on Debt .. wa 640 661 660 
Surtax . ie ws 190 190 210 | Sinking Funds sa a 40 39 40 
Death Duties - a 239 236 240 | Northern Ireland .. Yu 81 89 92 
Stamps .. 110 90 94 | Post Office Fund .. iad _ — 15 
— MS Excess Pro- Miscellaneous ad ich 8 9 8 
ts Tax an xcess 
: . TOTAL CONSOLIDATED 

Profits Levy .. ~ 256 263 326 FUND SERVICES. 769 798 815 

TOTAL INLAND REVENUE | 3,273 3,212 3,598 ; 

Customs and Excise .. 2,409 2,390 | 2,510 Supply: Defence .. 1,608 1,596 | 1,656 
Motor Duti 113 126 | "155 Civil (including 
ae +s - ” _ ilway de 
idle = 702 and railway de- 

TOTAL TAX REVENUE .. 5,795 5,728 6,263 in .. 3,299 3,393 | 3,531 
Broadcast Licences... 39 38 40 7 
Miscellaneous .. ‘4 146 168 205 TOTAL SUPPLY... iva 4,907 | 4,989 | 5,187 

Total Expenditure... 5,676 | 5,787 | 6,002 

Total Revenue ih 5,980 5,934 | 6,508 Surplus .. si - 304 147 506 

BELOW THE LINE 
Total Receipts . . 3 432 428 514 | Total Payments... ae 1,054 969 | 1,089 
Net Payments .. - 622 541 575 


Less Above Line Surplus 304 147 506 


Overall Deficit (= bor- 
rowing requirement) 318 394 69 
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indicated the emergence, in the absence of sufficient restraining action, of 
an appreciable “inflationary gap’ between the demands that were likely 
to be made on the economy this year and the capacity of the economy to 
meet those demands. Consumer spending, he thought, might well be run- 
ning by the end of 1961 at a rate about 34 per cent higher in real terms than 
at the end of 1960; current purchases by public authorities might be running 
3 per cent higher and total fixed investment 7 per cent higher. (Since 
consumer spending showed no net increase between the first and fourth 
quarters of 1960 a rise of 3} per cent during the course of 1961 would 
make the total volume of consumer spending this year only about 1? per 
cent higher than in 1960.) In addition, “‘ room must be left for increased 
exports’; the Chancellor did not say how much room but clearly a key 
figure in any calculation is the £344 millions that the Treasury statisticians 
now attach to Britain’s external deficit in 1960 (see note on page 303). 
“The first and obvious need ”’, said Mr Lloyd, “ is a marked improvement 
in our balance of payments’”’. And since he saw little prospect of any 
recovery in net invisible earnings this year the need to expand exports 
must clearly be all the greater. Even allowing for a substantial reduction 
in the rate of stock-building from last year’s high level of £571 millions, 
it was clear that the prospective increase in total home demands and in the 
margin of resources to be made available for strengthening the balance of 
payments would outstrip the prospective increase in domestic production. 
If the economy and the balance of payments were not to be subjected to 
new inflationary stresses the increase in home demand had to be restrained. 


Cost Inflation—“ Principal Menace ”’ 


The danger of excessive demand, however, was not the only, or even 
the most pressing, of Mr Lloyd’s anxieties. The “ principal menace at 
present’, he asserted, is that ‘‘ the cost-inflationary process will speed up 
further’. The statistical background to that menace had been sketched a 
fortnight earlier by the Government’s Economic Survey: 

The main reason why prices rose so little [between the beginning of 1958 and 

the autumn of 1960] was that the increase in average earnings per head (including 

salaries) slowed down. Between 1948 and 1958 the average annual increase 
was 63 per cent; but during 1958 and 1959 it was 24 per cent and 4#* per cent 
respectively. During 1960 the rise in earnings per head accelerated: in the 
second half of the year they were 54* per cent higher than in the second half 
of 1959. National productivity did not rise as much and moreover cannot be 
expected, on the basis of experience, to rise at so high a rate over a period of 
years. There has developed in consequence an upward pressure on costs 
and prices... . 
At this point Mr Lloyd, like the Survey, seemed about to deliver an hortatory 
sermon. Happily, he limited himself to the unexceptionable observation 
that ‘‘ whether or not this [cost-inflationary] danger develops will depend 
not only on the policies of the Government, but also on decisions by 
leaders on both sides of industry. ...” Inevitably, his prescriptions for 
countering cost inflation were merged into his general prescriptions for 








* Revised figures. 
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restraining the total volume of demand—aided, in this vital respect, by 
“the reduction in tariffs for which we are working’. Plainly, on the 
Chancellor’s own figuring, any distinction between cost inflation and 
demand inflation would be purely academic at the moment. The overload 
on the economy is already reflected in a tight labour market: at the mid- 
April count the number of unemployed, admittedly having shown less 
than the normal seasonal decline since mid-March, dropped to 1.5 per 
cent of the labour force—0.3 point lower than in April, 1960. The tax 
increases and, if need be, the contingent powers that the Chancellor sought 
to hold in readiness were intended to impose the requisite restraint on 
demand; the post-dated surtax concessions were intended as a longer-run 
incentive to make the economy more flexible and resilient. Such, briefly, 
was the grand strategy of the budget. 

The Chancellor had no difficulty in deciding which demands—in prin- 
ciple—should be restrained. ‘The opportunity for pruning the current 
spending of the government sector had effectively passed with the publica- 
tion of the estimates; “ all existing encouragements to investment must be 
maintained ’’; “‘ room must be left for increased exports ’’; the fiscal brakes, 
therefore, must be imposed on personal consumption. But Mr Lloyd’s 
practice did not live up to his precepts. ‘The main impact of his three 


TABLE II 
THE MAIN TAX CHANGES AND THEIR COST 


Estimate Estimate Estimate 


for for for a Full 
1961-62 1962-63 Year 
{£mns {mns {mns 
Income Tax 
Increase of flat rate allowances for National Insurance 
contributions from £15 to £18 .. ig da a —12 —15 -15 
Surtax 
Allowance of earned income relief as deduction in com- 
puting income chargeable to surtax — — 32 — 46 
Introduction of earnings allowance of up to £2, 000 as 
further deduction. . - os a * — — 26 — 37 
Income Tax and Profits Tax 
Limitation of capital allowances for cars used for business 
purposes by reference to maximum outlay of £2,000 
per vehicle — + 1 + 3 
Profits Tax 
Increase of rate from 124 per cent to 15 per cent sf + 14 +45 +70 
Stamp Duties 
Abolition of ad valorem duty on bills of exchange and 
promissory notes and replacement by a fixed duty of 2d - 1 —- 1% - 1} 
Total Inland Revenue a vi ‘% —12 — 28 — 26 
Customs and Excise 
Reinstatement of duty at rate of 2d per gallon on heavy 
oils (fuel oil, gas oil and kerosene) “ +48 +50 +50 
Introduction of duty of 10 per cent on payments for 
advertisements inserted in TV programmes .. ? + 7 + 8} + 84 
Total Customs and Excise . +55 +58 +58 
Increase in motor vehicle duties (e.g. from £12 10s to £15 
per annum for cars) ie oe oe rT +25 + 26 + 26 
Net Impost... i > “e ad + 68 + 56 +58 
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imposts that will bring in revenue this year will not, in the first instance 
at least, be on consumer spending. Rather will it be on industrial costs 
and hence—unless or until the additional burden is passed on to con- 
sumers through higher prices—on the level of company savings. Seen 
in this light the disinflationary impact of the Chancellor’s imposts is likely 
to be a good deal smaller than the £68 millions of additional revenue that 
they are expected to bring to the Exchequer this financial year. Moreover 
the impact of his surtax concessions on the level of personal spending 


TABLE III 


BRITAIN’S BUDGETS, 1951-61 
Net Addition to (+) or Reduction in (—) Tax Burden* 
(£ millions) 


Chancellor Current Full 
Year Year 
1951 we ou Gaitskell +138 +388 
1952 ‘a oe Butler — 107 —- 55 
1953 a ca Butler — 169 — 288 
1954 o ay Butler - 4 - 6 
1955 (April) Soa Butler — 134 —156 
1955 (October) .. Butler + 15 +112 
1956 . 4 ‘a Macmillan + § —- 2f 
1957 ‘a > Thorneycroft — 98 —131 
1958 i ‘ Amory - 50 — 108 
1959 Ee os Amory — 366} — 360 
1960 ad ‘a Amory + 13f + 71 
1961 ‘ Lloyd + 68 + 58 


* This table relates strictly to tax changes, and necessarily excludes 
changes in social security benefits or payments, or in subsidies, 
which in some years (e.g. 1952-53) have been of major importance. 
+ Middle estimate. { Including accelerated repayment of post- 
war credits. 
may not be so obligingly postponed as their impact on the Exchequer’s 
accounts. Even when allowance has been made for any “ multiplier ”’ 
effects that the tax changes may produce it seems very doubtful if Mr Lloyd 
has been tough enough. If the Treasury’s estimates of the growth of 
demand this year prove to be near the mark it seems almost certain that 
Mr Lloyd will have to bring one, or both, of his new weapons into play. 


The New Regulators Scrutinized 


The new weapons that the Chancellor has requested have one great 
virtue: they can be unsheathed at almost any time in the year. They 
would be imposed by statutory instrument and approved ex post facto by 
Parliament. Inevitably, this must place considerable powers in the hands 
of the executive—not least because it is improbable that Parliament would 
teject a Chancellor’s proposal outright, which would be the only option 
open to it. The need to retain the substance of Parliamentary control 
while giving the Chancellor the power that he so demonstrably needs to 
take fiscal action between budgets can perhaps best be satisfied by limiting 
the powers to one year, thus requiring that they be sought afresh in each 
year’s finance bill. To that end Mr Lloyd specifically stated that the 


power he was now seeking to introduce a pay-roll tax would expire at the 
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end of the current financial year and that any surcharge order on indirect 
taxes would expire on August 31, 1962, unless renewed in next year’s 
Finance Act. This year, of course, the new weapons could not be brought 
into play until after the Finance Bill has been passed—not before, say, 
end-July. 

The fact that, once the requisite powers have been granted, the weapons 
can be unsheathed almost instantaneously does not mean that their impact 
on the economy will be equally prompt. Indeed, the major defect of the 
proposed pay-roll tax is precisely that it would act on demand only after a 
considerable time-lag. In the first instance it would fall on company 
savings and exert any restraining influence on consumer demand only as 
a result of the subsequent price increases that the companies thereby felt 
constrained to make. Clearly, the length of the lags likely to be involved 
renders the tax singularly inappropriate as a short-term regulator of demand, 
The case for a pay-roll tax has rested on the long-term incentives that it 
might give to industrial efficiency. It may be doubted in any case whether 
the maximum surcharge of 4s per worker per week—say 14 per cent of 
the average wage packet—would give any perceptible incentive to. economy, 
but it is certain that it would give no such incentive if it were specifically 
imposed as a short-term expedient, which might be expected to be removed 
or reduced a few months hence. In short, as a flexible regulator of demand 
the pay-roll tax is a delusion; but the device does merit the further study 
that Mr Lloyd half-promised—to forge a long-range selective instrument 
designed to promote efficiency in labour usage. 


Forestalling the Forestallers 


Happily Mr Lloyd’s second regulator—the power to vary indirect tax 
rates—does not suffer from this fatal flaw. Changes could produce an 
immediate effect on the volume of consumer spending. Here, however, 
there is a danger that such changes might be forestalled: that consumers 
would try to anticipate an increase (or reduction) in the tax rates and thus 
aggravate the excess (or deficiency) of demand. ‘Too much, however, 
should not be made of this possibility. If the Chancellor was not—for 
political or other reasons—prepared to seek powers to vary the employees’ 
national insurance contribution or to move towards a general sales tax 
it was inevitable that his proposals would be to some extent open to fore- 
stalling action by consumers. The corollary is that the surcharge weapon 
should always be wielded promptly—not after the build-up of pressure 
on the economy has given the consumer a clear indication that restrictive 
action may be impending. 

In the last analysis, however, these criticisms of the specific weapons 
that the Chancellor has chosen count for less than the demonstration that 
the Government is seized of the need for stronger regulatory powers in 
general, and more flexible fiscal ones in particular. It seems reasonable 
to hope that if the weapons first chosen are found to be ill-designed, better 
ones will be sought. This initiative can only work for the good of the 


economy. 
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rived : 
and, . COLOGNE, mid-April. 
i: N the week in which the Deutschemark was revalued the Federal 
ee Ministry of Economic Affairs presented a report on the state of the 
omy economy which described in almost alarming tones the threat to 
cally price stability in Germany. This was a straw in the wind to anyone 
me knowing how hyper-sensitive top political circles in Bonn are on this 
al subject, particularly in an election year. Bonn’s uneasiness about the 
bail X cheaper money policy that the Bundesbank had resignedly been pursuing 
aa since last autumn with an eye on the balance of payments but in apparent 
contradiction to the needs of the domestic economy was hardly veiled in 
this report. The economists advising Dr Erhard took strong exception 
to the Bundesbank’s intention to supplement the preceding cuts in its 
me discount rate by a major relaxation of pressure on the liquidity of the com- 
a mercial banks. At that moment it seemed that the Government might 
mee avail itself of the right to impose its delaying veto on the Bundesbank’s 
ic proposed measures. Plainly, an ugly showdown between the Bundesbank 
hoe and the Government was brewing. ‘The independence of the Bundesbank, 
am it is true, is defined in law, but at the same time che Bank is expressly 
die enjoined “‘ to support the general economic policy of the Federal Govern- 
aia! ment”. It may be that in the long run the central bank could have got 
we its way, but it was divided within itself, and, furthermore, no one was 
alee anxious to assume in open conflict with the Government sole responsibility 
pon for a policy that, according to current opinion, entailed not inconsiderable 
esi risks to price stability. ‘The clash was avoided—or, more accurately 
em perhaps, postponed—by the decision at the beginning of March to revalue. 
Since last autumn, when the question of revaluation had last been acute, 
_— events had caused the opponents of revaluation to waver visibly. In par- 
hat ticular, hopes of a dollar devaluation under the new American President 
en had to be buried very shortly after Mr Kennedy took office. In these 
ble circumstances it was equally pointless to look for a multilateral realignment 
tet of exchange rates. Instead, the American Administration pressed financial 
the claims based broadly on the yardstick of Germany’s export surpluses. Jn 
recent months, against most expectations, these surpluses have expanded 
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further: exports are still climbing steadily, while the rise in imports has 
been checked by de-stocking. Moreover, contrary to the autumn forecasts, 
the domestic boom has shown little sign of cooling off. On the contrary, 
the winter seasonal slackening was much less marked than usual, and the 
strains on the labour market have increased in recent months. 

As yet, however, these strains have made surprisingly little impact on 
prices. On the evidence of the cost-of-living index, indeed, it could be 
argued that no serious damage has been wrought to price stability. This 
conclusion would be the more remarkable considering the unusual pace of 
expansion, which raised gross national product (at current prices) by more 
than 11 per cent to DM 276,000 millions in 1960. But, as is widely acknow- 
ledged, the stability of the index conceals sharp and opposing price move- 
ments. An all-round rise in prices for industrial goods and in rents has 
been offset by a sharp decline in prices for agricultural products from the 
heights to which they had been pushed by the bad harvest in 1959. 

(Industrial prices, despite the benefit of lower costs for imported raw 
materials, have shown a distinctly upward trend.) For capital goods, 
responding to a very strong demand-pull, the aggregate level of prices rose 
by 4 per cent in the course of 1960. In the van of this trend were machinery, 
hardware and precision tools. Nor were consumer goods spared the infla- 
tionary pull: producers’ prices went up by some 4.7 per cent on average, 
with textiles rising by as much as 6.5 per cent. Clearly, the current anxiety 
in Germany about price stability is by no means unfounded. 

The surging demand that lay behind this pressure on industrial prices 
affected, in varying degree, all sectors of the economy. Spending by 
private consumers went up (in money terms) by 9.7 per cent in 1960, and 
public sector consumption by 11.1 per cent. But the most marked increases 
in spending were again on fixed investment, which rose by 16.5 per cent, 
and stock-building, which bounded by no less than 36 per cent (this burst 
of inventory accumulation, however, had the beneficial effect of boosting 
imports). Confronted by an increasing pressure of demand and an acute 
shortage of labour, entrepreneurs stepped up their plans for investment. 
Accordingly, the severest strain was put on prices of capital goods and, in 
particular, on the cost of new building. : 

This surging expansion in demand and output inevitably increased the 
_ strain on the labour market. As far back as the beginning of 1960, experts 
had held that resources were dangerously stretched. In particular, the 
scope for expanding the labour force, which had given the German economy 
so much flexibility in the 1950s, was thought to be exhausted. As it 
turned out, however, the elasticity of the labour supply had been under- 
estimated: during the year another 500,000 persons were recruited to the 
industrial labour force—from other sectors of the economy, from immigra- 
tion, or from the reservoir of unemployed. But by February, 1961, unem- 
ployment had shrunk to the lowest level ever recorded at that season and 
stood at 292,000 in face of a record number of 550,000 registered vacancies. 
* The growing pressure on the labour market has resulted in rising labour 
costs. In the calendar year 1960 the wage and salary bill for the economy 
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as a Whole shot up by 13 per cent. ‘This was attributable partly to an 
increase in employment (by 1.7 per cent) and partly to a slight lengthening 
of working time; but in the main it was attributable to an upsurge in 
average earnings, which rose, faster than for many years, by 9.4 per cent. 
This upsurge outstripped by a considerable margin the rise in productivity 
achieved during the year (6.1 per cent). Labour costs per unit of output 
thus rose by 3 per cent, a rise that is reflected in the price index for g.n.p. 
as a whole. ‘The strong pull of demand allowed business enterprises to 
protect their profits from the impact of these higher costs: indeed, the net 
income of such enterprises recorded a rise of 11 per cent. 

The pressures on industrial costs that were becoming more evident as 
1960 wore on have increased substantially since the turn of the year. The 
new year has already brought a formidable bout of fresh demands for 
higher wages. The opening move was by the public officials, who have 
secured a pay rise of 8 per cent. Negotiations are in progress with the 
building industry and certain branches of the chemical industry. Under 
existing collective wage and salary agreements the pay of about 13 million 
employees (some 75 per cent of the total labour force) is likely to come 
up for review during 1961. It has become clear that the workers are no 
longer content with the usual rates of increase of around 8 per cent. 

Up to now there has not been the slightest evidence that the pace of 
expansion is slackening. Rather, the inflow of new orders is still running 
ahead of deliveries despite the expansion of output. Inevitably, in many 
industries large order backlogs are accumulating and delivery dates lengthen- 
ing. This is an uncomfortable situation for the monetary authorities, 
who now openly admit that because of the heavy surpluses in the balance 
of payments they have lost control of domestic liquidity. By the beginning 
of the year it was clear that simply to hope that the economy might again 
reveal an unexpected flexibility would be to run a very grave risk. Clearly 
some further action was imperative. The logical action, which was taken 
on March 4, was to revalue the D-mark. 


The Squeeze and the Surplus 


This disquieting picture of a runaway boom unfolds itself after a period 
of tightening operations by the Bundesbank which in their stringency may 
well be unrivalled in German monetary history. Between the autumn of 
1959 and the summer of 1960 a multitude of measures were taken to 
restrain the credit flow. Rather hesitatingly, the discount rate was raised 
gradually from 2? per cent in September, 1959, to 5 per cent in June, 
1960. Since from the outset it was feared that high interest rates would 
attract foreign money, strenuous efforts were made to deter an influx of 
foreign funds* and to squeeze bank liquidity by more direct means. In 
rapid succession the minimum reserve requirements applying to the banks 
were screwed up by over DM 5,000 millions, bringing the total to above 





* Notably by requiring higher minimum reserves against new non-resident deposits than 
against domestic deposits and by prohibiting the payment of interest on non-resident 
deposits and the sale of Treasury bills and bonds to non-residents. 
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DM 12,000 millions—which represented roughly 13 per cent of all deposits 
subject to compulsory reserves, not including till money. In mid-1960 
these requirements exceeded the rates prevailing in October, 1959, by 
50-55 per cent, according to the type of deposit. At the same time the 
ceilings for the rediscounting of commercial bills with the central bank 
were reduced by almost 40 per cent. By means of a gentleman’s agreement 
a: block of Treasury bills amounting to DM 1,000 millions was frozen for 
two years and another DM 1,000 millions were drawn into the coffers of 
the central bank by the sale of Treasury bills to certain social insurance 
funds, which normally hold their cash surpluses in the form of bank deposits, 
(It must be mentioned that the proceeds from the placing of these bills 
are not handed over to the Government, but remain sterilized.) Altogether, 
in the course of about twelve months’ restrictive policy the Bundesbank 
made inroads, amounting to nearly DM 7,500 millions, into the liquid 
reserves of the banking system, apart from the cutting of rediscount quotas. 


SECONDARY RESERVES OF GERMAN BANKS 
(DM millions) 


Secondary 

Short- Indebted- Reserves 

Domestic term ness to Net as % of 
Treasury Assets Total Central Liquid Net 

, Bills Abroad Bank _ Reserves* Deposits 
End-1955 - - 1,200 320 1,520 4,760 — 3,240 3.1 
End-1958 na 6,170 1,040 7,210 1,130 + 6,080 9.2 
End-October, 1959. 7,320 3,280 10,600 1,430 + 9,170 12.1 
End-1959 - a 4,460 2,540 7,010 1,420 -+ 5,590 7.7 
End-1960 - 4, 620 1,360 5,980 5. 760 + 4, 220 5.7 


° Seseniieny reserves minus indebtedness to central bank. 


Moreover, as is discussed later in this article, the banks were further 
squeezed—to the tune of approximately DM 5,600 millions—by the cash 
surplus of the public sector. ‘This twofold pressure in fact absorbed liquid 
assets of the formidable order of DM 12,000-13,000 millions. 

Normally this would have imposed a strangling grip on the banks’ credit- 
creating potential. Indeed, their total secondary reserves existing in the 
autumn of 1959 would have been wiped out. However, the impact of the 
measures on bank liquidity was offset by the swelling (overall) surplus in 
external payments, which was vividly reflected in the rise of more than 
DM 10,000 millions in official external reserves between September, 1959, 
and December, 1960, following a fall of DM 4,000 millions in the pre- 
ceding nine months of cheap money. The motive power behind this 
influx was not so much exchange rate speculation as the differential between 
interest rates in Frankfurt and other international centres. The flow was 
fed from multiple sources. As was to be expected, German banks re- 
patriated a substantial part of their short-term investments in foreign 
money markets and increased their foreign indebtedness. Their net position 
vis-a-vis foreign banks, as the chart on page 322 indicates, showed a violent 
swing from + DM 760 millions in September, 1959, to -DM 2,500 millions 
in December, 1960. More surprisingly, corporate businesses exploited 
with increasing vigour cheaper credit facilities abroad, being greatly helped 
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in their operation by the competitive market in “ Euro-Dollars”’. A sub- 


stantial inflow of foreign funds was also attracted to the securities market, _ 


particularly after the jump in long-term bond rates to 7 per cent. Finally, 
leads and lags in payments for imports and exports produced a large inflow 
of short-term capital—on a scale that had been grossly underestimated. 

Although this influx of foreign exchange undermined official measures 
to tighten domestic liquidity, the cushion of the banks’ secondary reserves 
was nevertheless severely contracted. In this respect the usual German 
formulz on which the liquidity ratio is calculated do not give a true picture. 
Briefly, if the web of inter-bank deposits and the banks’ cash balances with 
the central bank (which are kept to the unavoidable minimum imposed by 
reserve requirements) are excluded from the calculation any genuine aggre- 
gate surplus of liquidity must show up in the banks’ interest-bearing money 
market assets. If German banks must meet a requirement for cash, as a 
group they have to fall back either on their holdings of Treasury bills or 
on their assets in foreign money markets, or they have to borrow at the 
discount window of the central bank. The movements in these three 
items thus give a fairly accurate indication of the pressure on the banks’ 
liquidity. ‘The table opposite shows the fluctuations since end-1955. 

In retrospect one realizes on how short a tether German_banks were at 
the turn of 1955-56. And that was at the beginning, not the end, of a 
restrictive phase that lasted till the autumn of 1957. Their modest 
secondary reserves were outweighed threefold by debts to the central 
bank. The persistent external surplus, by generating liquidity both for 
the banks and for the non-bank public, gradually changed that position. 
When, in the autumn of 1959, the time again came for the Bundesbank 
to restrain credit, it was confronted with an over-liquid banking system. 
Whereas in 1955-56 the balance sheets showed a meagre DM 300 millions 
of foreign short-term assets, there were now DM 3,300 millions. In 
addition, the banks’ holdings of domestic Treasury bills had bounded 
from DM 1,200 millions to DM 7,300 millions, while their borrowings 








~ a 


from the central bank had dropped from almost DM 5,000 millions to less 


than DM 1,500 millions. These were the fruits of the external surpluses. 
To regain control over the banks it was now necessary not only to remove 
this quite opulent cushion of liquid assets but also to stem any fresh 
influx. Not surprisingly, the massive increase in the external surplus last 
year largely swamped the efforts of the Bundesbank to reassert its grip.. 
In view of the level of liquid assets one can readily believe the assertion 
of bankers that no credit requirement has remained unsatisfied purely 
from considerations of liquidity. Up to the present the banking system 
as a whole seems to have enjoyed ample room to expand adyances~—and 
investments. None the less, it would be wrong to assert that the restrictive 
measures had no effect. An examination of bank balance sheets* reveals 
distinct traces of the policy of restraint—most notably in the striking change 
in the pattern of the increase in assets, compared with the preceding 








*Commercial and savings banks only; mortgage and specialist banks not included. 
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period of cheap money. ‘The most obvious change, of course, is the trans- 
formation of money market assets into blocked cash balances at the central 
bank, as required by the increases in compulsory reserves. (This freezing, 
incidentally, had an unwelcome effect on bank profits since it entailed a 
considerable loss of interest earnings.) More significantly, perhaps, the 
banks’ purchases of securities were brought almost to a dead stop: they 
totalled only DM 300 millions in 1960 compared with DM 5,000 millions 
in 1959 and DM 4,100 millions in 1958. This fall more than outweighed 
the rise in total advances from DM 11,600 millions in 1959 to DM 12,700 


millions in 1960. If loans and investments are taken together, the rise of 
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Short-term External Assets and Liabilities of German Banks 


total bank credit was, contrary to some popular impressions, less vigorous 
than in 1959—totalling DM 13,000 millions compared with DM 16,600 
millions in 1959 and DM 11,100 millions in 1958. 

These figures certainly do not suggest that the German boom rode on a 
domestic credit expansion. But, of course, in this picture the credit inflow 
from abroad is lacking. ‘This was of decisive importance last year. Where 
the banks dropped out. of the securities market, foreign buyers stepped in. 
If the direct credits obtained by entrepreneurs abroad and the “ invisible ” 
credits that manifested themselves in the leads and lags of the balance of 
payments are brought into account an inflow of DM 4,000-6,000 millions 
in external credits must probably be added to the 1960 credit pyramid. 

It is an open question whether the sharp fall in bank buying of securities / 
was attributable more to expectations of a further rise in interest rates (and’ 
consequent capital losses) or to a desire on the part of the banks to use 
the whole of their available resources for the more rewarding lending 
business. Probably they had an eye to both aspects. Experience has 
shown during the past few years that the range of fluctuations in long-term 
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interest rates 1s uncomfortably wide. After all, as recently as 1957 the 
rate was 8 per cent, only to fall rapidly to just over 5 per cent in 1959. 
When the new dear-money phase set in everyone was completely in the 
dark about the approximate level at which rates might establish the next 
peak. The guiding principle fa.“ 
Germany. In 1960 new issues of fixed-interest securities were little more 
than half their 1959 total (DM 5,400 millions against DM 10,000 millions). 
Last autumn, when a reversal of the policy of credit restraint was in the 
air, the foreign invasion of the German bond market gathered strength. 
A handsome and certain profit was standing waiting for anyone alert enough 
to take it. ‘The high interest rate in itself was an attraction, but the cream 
on the business was the expectation that the market yield would in time 
drop to the neighbourhood of 5 per cent. A foreigner, therefore, who 
bought a 54 per cent bond at 90 last summer was not only pocketing the 
attractive interest, but could count on a price gain of at least 10 points, 
quite apart from any possible exchange profit that might materialize. It is 
remarkable how many hard-headed investors missed this risk-free profit. | 
It has been registered with mild surprise that despite the glut of foreign 
funds in conjunction with the further expansion of domestic credit, the 
growth of deposits of the non-bank public slowed down. Sight deposits 1 in 
1960 grew by DM 2,200 millions (almost the whole accrual occurring in 
December), after climbing in 1959 by DM 3,200 millions. ‘Time deposits 
gained DM 1,000 millions, compared with DM 1,800 millions in 1959. 
Only savings deposits repeated the previous year’s rise, of roughly DM 8,000 
millions. ‘This change in the pattern of deposits reflects, first and foremost, 
two powerful deflationary elements in the German economy that have 
passed almost unmentioned in all the fuss about monetary policy—the high 
rate of private savings and the large cash surpluses of the public authorities. 


Unintended Help from the Budget 


The part played by the surpluses of the public authorities in restraining. 
last year’s credit expansion has received very little attention. Under- 
standably, most comment has centred on the authorities’ refusal to heed the 
urgent calls of the Central Bank Council of the Bundesbank in the autumn. 
of 1959 for fiscal action to restrain the developing boom. Not a finger was 
raised to cut expenditure: public sector investment in particular went 
merrily ahead (its level to-day is certainly 40-50 percent above that of 
three years ago). From this point of view one is certainly justified in 
holding that the Bundesbank was disgracefully abandoned in its policy of 
restraint by the makers of fiscal policy. This crushing judgment, however, 
requires some qualification if the cash surpluses of the public authorities 
are taken into account. ‘The roaring boom swelled the flow of tax revenues: 





/income from direct taxes, for instance, has risen, according to type, by 
15 per cent to 36 per cent over the past year. Although the Federal and 


Lander Parliaments have been making valiant efforts to get the better of 
this flood by more lavish spending, they have not been able to keep pace 
with it! Admittedly, Bonn can take no credit for the rise in the budget: 
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surpluses (on the contrary, the rise largely reflects the failure of official 
efforts to restrain the growth of money incomes). But the fact remains 
that the surpluses exert a deflationary influence on the monetary system. 
In Germany the central organizations of the public sector are required by 
law to keep all their credit balances with the Bundesbank. Thus a cash 
surplus in the accounts of the public sector depletes both the deposits of 
the private sector and the liquid reserves of the banks. A similar effect 
on liquidity is exerted by Government expenditure abroad involving the 
purchase of foreign currency. (The accelerated repayment of foreign debts 
and the depositing of substantial sums in London and New York against 
future armaments purchases, incidentally, have been entirely financed out 
of current receipts.) All told, last year the accumulation of cash balances 
at the central bank and the purchase of foreign exchange shifted a total of 
almost DM 5,600 millions via the budgets to the central bank, compared 
with DM 3,200 millions in 1959, DM 2,300 millions in 1958, DM 200 
millions in 1957 and DM 1,700 millions in 1956. This is the key to the 
mystery of the slower growth of bank deposits in 1960. 

Foreign observers have frequently recommended that to avoid undesirable 
repercussions on international payments Germany should make more use 
in controlling the economy of fiscal policy and less of monetary instruments, 
particularly interest rates. This view, however, overlooks certain insti- 
tutional idiosyncrasies in the structure of German public finance. In 
essence this advice would mean that a government should borrow less, or, 
if (as in Germany) the budget is already in overall cash surplus, that it 
should step up its repayment of debt. In both cases the money and capital 
markets would be relieved (at the expense of the taxpayer or the recipient 
of Government outlays) and thus in principle interest rates should fall. 
But in Germany there is no Government debt to be redeemed: it was 
extinguished in the currency reform, and since then no deficits worth 
mentioning have emerged apart from those of local authorities. \ Therefore 
an increase in the budget surplus would simply swell the public authorities’ 
deposits at the Bundesbank: the squeeze on liquidity would be intensified. 
In short it would be difficult to think of a more effective way of drying 
up the capital market, boosting the interest rate and, as a final result, ham- 
pering the export of private capital.* 

To assess to their fullest extent the deflationary influences present in 
the German budgets, one must remember that the overall savings ratio of, 
the public authorities is extremely high. In the past decade, for instance, 
the public authorities have not only financed their own huge investment, 
expenditures but have also extended (through the banking system) credits | 
totalling some DM 30,000 millions to the business sector, mainly in aid of 
residential construction, and have accumulated deposit balances of DM 
15,000 millions or so outside the central bank. All this has been achieved 





* This argument, of course, rests upon the fact that some institutional blockage exists 
_in the German financial system—notably, the Bundesbank’s inability to channel the funds 
_ accruing from the budget surpluses into the capital market. Some means of achieving this 
| could surely be devised.—EDITOR. 
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while incurring only ludicrously small indebtedness to the private sector. 
If the central bank is an extreme international creditor, the public authorities 
are a dominating internal creditor. May there not be some essential con- 
nection between these two facts? } 


In Search of Equilibrium 


It remains to be seen how revaluation will alter things and whether, 
and if so to what extent, it will let off steam from the boom and help to 
bring the balance of payments into equilibrium. Certainly the German 
price level must now be more in line with that of other countries, but even 
so the crucial problem will for long be how to reconcile internal price 
stability with the need to reduce the surplus in the balance of payments. 
For the moment the monetary authorities, in defiance of all traditional 
principles, appear determined to continue their policy of cheaper money 
in the face of a booming economy. They seek solace in the thought that 
on the basis of recent experience there is in any case little chance of obtaining 
effective control of the money supply and domestic spending while the 
balance of payments remains in heavy surplus. The present mood in 
Germany in this regard is one of deepest pessimism. Almost unanimously 
current opinion inclines to the view that under a regime of international 
convertibility any national credit policy is doomed. It is overlooked that 
the ineffectiveness of the tightening measures taken last year was attributable 
largely to the over-liquidity generated by years of external surpluses. 

Other ways of restraining the boom are being sought, with some despera- 
tion. The suggestion that building should, at any rate for a time, be 
subject to direct control is gaining favour. Much more, however, does 
not seem to be in the offing. Appropriately, the cry is for instruments 
that will restrain the home economy without swelling the external surplus. 
The discovery of such instruments will not be easy—for any measure 
restricting the internal flow of income and credit must in the last resort 
affect the external balance. ‘To see the problem of the external surplus 
solely in terms of disparities between costs and prices in Germany and in 
other leading exporting countries may be grossly to over-simplify the issue. 
The existence of an external surplus must reflect an excess of domestic 
saving over domestic investment. Paradoxically, the investment rate is 
extremely high: the logical conclusion, therefore, is that policy should aim 


\at lowering the savings ratio, most appropriately by reducing the surpluses 
| of the public authorities. It is probable that only by some such expan- 


sionist course can the balance of payments surpluses be curbed. But in 
the short run this would have some unwelcome repercussions on domestic 
costs and prices. Many observers seek an escape from the dilemma by 
advocating that Germany should shoulder a very heavy burden of economic 
aid for the underdeveloped countries. This may be morally right. Eco- 
nomically it would entail a constant drain on internal liquidity and thus 
exert a correspondingly deflationary effect—but, perhaps more > importantly, 
jit would increase rather than diminish the bias towards exports in the 





j German economy. 


325 








Building Societies and 
Bank Rate 


By GORDON LEE 


‘“ Lags in interest rates sometimes do no more than save the building 
societies from distasteful movements up and down; but when the move- 
ment of rates generally is at all persistent the societies begin to feel the 
consequences in the shape of a rise or fall in the net inflow of [ funds]”’. 


HIS extract from the Radcliffe Report may seem plain common 

sense and any attempt to demonstrate how true it is merely 

labouring the obvious. But the building societies have often 

seemed reluctant to accept the obvious facts and to adapt their 
policies accordingly. In particular, the societies have in recent years sought 
to deny that any close link exists, in principle or in practice, between Bank 
rate and the rates that they charge to their borrowers or pay to their 
lenders. What might be described as the “ orthodox” view on interest 
rates within the movement has been put forward on several occasions in 
Building Society Affairs, the useful and informative quarterly published 
by the Building Societies Association. ‘Thus in November, 1958, when 
Bank rate had fallen 2} per cent from the 7 per cent to which it had been 
hoisted in September, 1957, the BSA—anxious to resist the growing 
pressure in some sections of the press for a reduction in its recommended 
mortgage rate, was complaining that “‘many people continue to think 
(quite mistakenly) that there is some direct and immediate connection 
between [Bank] rate and building societies rates... .’” In February, 1960, 
on the morrow of the return to a restrictive monetary policy, the Asso- 
ciation stressed that “‘ building society rates are not governed by Bank 
rate. ...’’ And, in February, 1961, when the trend of Bank rate seemed 
to be downwards again, it asserted: 


The key factor determining building society rates has been the rate offered to 
investors. What determines this? It is not, as is so often assumed, the 
vagaries of Bank rate but the yield offered by other comparable bodies which 
.... are avidly seeking the savings and investments of the public. 


The societies, in other words, have sought to play down the impact of 
Bank rate on their ability to lend, and hence on their own lending rate, 
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and to concentrate attention on the (more stable) rates offered by other 
media for small savings, particularly the securities of the National Savings 
movement. 

Quite properly, building societies, as mutual institutions, have always 
looked to the interests of their borrowing members as much as to those of 
their lending members. The borrowers’ interests, they have tended to 
argue, are best served by a stability in rates. As far as possible, therefore, 
they have tried to avoid following Bank rate up or down. Obviously, 
there is not, and never has been, any automatic connection between their 
rates and Bank rate, such as exists between that rate and the interest 
allowance paid on deposits by the clearing banks. But in their eagerness 
to disavow any connection between their rates and Bank rate, the societies 
have pushed their arguments just a little too far. Some of them have 
argued that their policies will not be much affected by changes in short- 
term rates, such as those on bank deposits and Treasury bills, that do move 
with Bank rate. ‘The importance of these movements has been consistently 
played down. When the net inflow of money has fallen, the building 
societies have tended to look for the competitor anywhere else but in the 
short-term money market. Most often, the National Savings movement 
has been named as chief competitor. So deep rooted is this view that 
after Bank rate went to 7 per cent in September, 1957, informal talks 
between representatives of the societies and of the National Savings Com- 
mittee led, to quote the Radcliffe Report, to ‘‘ an understanding that the 
building societies and the Government (as being responsible for national 
savings) would not try to poach each other’s deposits by competitive 
raising of rates, so long as the Bank rate remained at that high level”. 
When the inflow has fallen while the rates on National Savings have 
remained unchanged, the building societies have named other competitors 
—local authority mortgages, the stock exchange boom in equities, the 
growth of unit trusts, or the deposits of hire-purchase finance houses. 


Bank Deposits—Unnamed Competitor 


It is certain that on occasion these are marginal competitors for savings 
that might otherwise go to the building societies, just as it is equally clear 
that in appealing for savings the building societies are always running 
neck and neck with National Savings. But there is a dog that did not 
bark in the night here. It needs no Sherlock Holmes to point to the 
reluctance of building societies to name openly bank deposits as a com- 
petitor, for to put any emphasis on this source of competition is to admit 
that changes in Bank rate can have a direct and immediate impact. 

It is probably true that the greater mass of small savings held in building 
societies’ shares is not very volatile and is not shunted rapidly in and out 
by investors anxious to secure the most favourable rates of interest. For 
most building society shareholders, yield seems to be a secondary con- 
sideration; they are interested primarily in security, the ease with which 
deposits and withdrawals can be made, and the fact that a man with 
savings in a building society will be sympathetically treated if he asks for a 
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mortgage. If the reverse were true and yield were the first consideration, 
one would have expected that the building societies’ policy of dragging their 
feet on interest rates would have led at some time in a period of “ dear ” 
money to a net outflow of funds from their coffers. That, in fact, has 
never happened in the last decade. Quarter by quarter, new savings have 
exceeded withdrawals—though, on one or two occasions, only just so. 
However sticky the bulk of savings with building societies is, it is highly 
probable that the marginal flow of savings—which effectively establishes 
the trend in the net inflow of money—is affected by changes in competing 
rates of interest. In deciding whether or not to put some of their money 
into building societies, highly taxed investors, for example, are likely to 
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measure the attractions of short-dated Government bonds and, possibly, 
Treasury bills against those offered by building society shares (on which tax 
is paid by the societies at a composite rate). Societies do not like “big 
money ”, as for example that put on deposit by companies, for they have 
discovered it to be highly volatile. They are not displeased that the 
proportion of deposits in total savings through the building societies has 
come down to 10 per cent. This “ big money” is certainly likely to be 
attracted elsewhere by high interest rates and so-called ‘‘ company money ” 
will often move in accordance with the relative rates offered by building 
societies and Treasury bills. But only a small proportion of money placed 
with the building societies is governed by so sophisticated a balancing of 
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advantage and, certainly there is not enough of it to account for the big 
swings in the net inflow that have occurred. 

The explanation has to be sought elsewhere. Where the saver is affected 
by the competing pull of interest rates, one obvious source of competition 
is a deposit account at a bank. But there always seems to have been an 
attitude of mind within the movement which, while it does not absolutely 
deny the existence of this element of competition, tends to discount it. 
Recently, however, the movement has set in train a survey to discover 
what public image the phrase “ building society”’ creates. Report has it 
that one of this survey’s findings—much to the surprise of some members 
—is that the public recognizes the banks, through their deposit accounts, 
as well as building societies, through their shares and deposits, as savings 
depositaries. Once the findings of this survey are published, there may be 
greater willingness to acknowledge the pull of bank deposits as a com- 
petitive factor and for the societies to agree that the influence of Bank 
rate, acting through the bank deposit rate, is more direct than had previously 
been supposed. 

In this article an attempt has been made to examine this influence on 
the inflow of money to the societies. In the accompanying chart, changes 
in Bank rate are plotted against the net rate recommended on shares by 
the Building Societies Association (this being the rate adopted by most 
of the leading societies), ‘These rates are compared with the quarterly 
changes in the net inflow of money (that is, gross new savings in shares 
and deposits Jess withdrawals). ‘The quarterly figures so used are no more 
than rough estimates, for they are of necessity based on the returns of 
member societies of the Association. Not all the societies are members; 
the composition of the returns has been altered because the Halifax is no 
longer a member; and a change has occurred in the manner in which 
interest on shares and deposits has been credited. An attempt to eliminate 
these influences, so as to produce rough global figures, has been made and 
for the present purpose the statistics are accurate enough to indicate the 
changes in trend. 

It is immediately apparent from the chart that there is a direct corre- 
lation between the rise and fall in net receipts of new savings and the 
relative level of building society rates and Bank rate. If Bank rate is rising 
relatively to the rate offered on building society shares, the net inflow of 
money slackens; if Bank rate is falling relatively to the building society 
rate, the net inflow of money increases. Admittedly, there is a time lag, but 
even this seems to be slight. This correlation suggests that rates directly 
affected by Bank rate do exert a strong competitive pull. The course of 
events over the years in which quarterly figures have been published may 
be summarized as follows: (1) In 1954, the building society share rate 
remained unchanged and after Bank rate was reduced: the net inflow rose. 
(2) Early in 1955, Bank rate was raised but the building society rate was 
unchanged: the inflow fell sharply. When the building societies raised 
their rate in July, the inflow rose. (3) When Bank rate was again raised 
in February, 1956, the inflow fell and did not pick up again until the 
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building societies raised their rate in July, 1956. (4) The increase in 
Bank rate to the “ crisis’ level of 7 per cent in September, 1957, was not 
accompanied by an increase in the building society rate; the inflow fell 
sharply. (5) Successive reductions in Bank rate in 1958 while the building 
society rate remained unchanged led to a big rise in the inflow. (6) When 
Bank rate remained steady at 4 per cent in 1959, the inflow fell after the 
societies reduced their rate. (7) The increases in Bank rate in 1960 led 
to another fall in the inflow, which was no more than checked when the 
building societies raised their rate. (8) The reductions in Bank rate late 
in 1960 have been followed by a marked rise in the inflow of funds, 


TABLE I 
TEN LARGEST SOCIETIES 
DUE TO INVESTORS 





Figures for the Halifax cover years to January 31, for the Woolwich 
Equitable and Leeds Permanent years to September 30, and for all other 
societies years to December 31. 
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(£000’s) 
SHARES DEPOSITS AND LOANS 
1958 1959 1960 1958 1959 1960 
Halifax .. 326,068 370,474 414,532 44,047 48,627 51,984 
Abbey National _ ' 273,971 310,521 336,962 14,744 19,410 21,277 
Co-operative Permanent 181,630 197,250 205,727 14,256 12,071 10,741 
Woolwich Equitable 121,706 137,861 152,272 9,495 9,654 10,435 
Leeds Permanent 102,651 114,786 122,496 5,676 6,079 6,409 
Provincial 63,190 70,560 75,885 6,848 7,281 7,548 
Alliance 65,113 68,849 71,158 1,528 1,762 1,774 
Leicester Permanent 41,724 50,165 57,974 5,443 6,041 6,305 
Burnley . 45,610 50,116 53,864 6,306 6,920 7,297 
Leek & Moorlands 35,560 40,626 56,617 2,221 2,587 3,121 
MORTGAGE BUSINESS (£000’s) 
From Other Borrowers 
Bodies Debt Debt 
Cor- Exceeding less than 
porate £5,000 £5,000 TOTALS* 
1960 1960 1960 1959 1960 
Halifax 3,419 1,191 410,095 357,640 414,705 
Abbey National ne 2,282 1,303 322,034 288,609 325,619 
Co-operative Permanent 6,794 1,454 186,934 182,071 195,182 
Woolwich Equitable .. a 1,154 466 151,254 133,346 152,874 
Leeds Permanent ey i 821 279 112,604 104,767 113,704 
Provincial ‘ - i 1,533 479 72,824 69,539 74,836 
Alliance 3,732 1,456 57,760 59,968 62,948 
Leicester Permanent . = 1,712 216 56,096 52,620 58,024 
Burnley s a 499 322 55,342 50,722 56,163 
Leek = Moorlands a Kd 401 126 51,302 37,502 51,829 
* Excluding provisions for anticipated losses on mortgages. 
TOTAL ASSETS (£000’s) 
1958 1959 1960 
Halifax 389,865 440,634 490.544 
Abbey National . 304,513 347,017 388,724 
Co-operative Permanent 204,523 221,087 239,257 
Woolwich Equitable 138,406 156,002 178,374 
Leeds Permanent 116,127 129,228 138,128 
Provincial 76,217 84,404 90,576 
Alliance .. 69,151 73,788 76,588 
Leicester Permanent 50,957 60,333 68,512 
Burnley .. 55,052 60,960 66,849 
Leek & Moorlands 40,274 45,929 63,329 
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This experience clearly suggests that the building societies should not 
dismiss changes in Bank rate lightly. First, it appears that short-term 
rates do exert a direct counter-pull on savings that might normally be 
placed with building societies. Secondly, it appears that expectations about 
the movements in the general level of interest rates, as signalled by Bank 
rate, affect the investors’ attitudes towards building societies. In aiming at 
comparative stability in their own interest rates, the societies pay a price 
—in the shape of very marked fluctuations in the new savings they receive 
and hence in their ability to lend money on mortgage. 

Their task of striking a “‘ just’ balance between borrowers and lenders 
is a difficult one. Because they have always to preserve their narrow 


-margins, the societies cannot usually raise their borrowing rates without 


pushing up their mortgage rates as well. They are sensitive about their 
obligations to existing borrowers who first took out mortgages when rates 
were lower. Hence when rates go up they usually offer the borrower the 
opportunity to increase the repayment period, without any change in his 
monthly outgoings. Frankly, the societies do not want to be accused of 
stinging either their old or their new borrowers. One can appreciate this, 
for these are mutual institutions; but this attitude does impose a drag on 
their interest rate policies. 


Rationing by Quota, Not by Rate 


The societies:appear, in fact, on some occasions to have willingly for- 
gone the opportunity of restraining the number of mortgage applications 
by making use of the deterrent of higher rates. ‘Throughout the post-war 
period the demand for mortgages has usually exceeded the supply of mort- 
gage money. It has been left to the branch managers, working to the 
strict quotas laid down by head office, to ration the available funds. True, 
this has not acted as much of a brake on house prices, but it has had other 
important consequences. It has helped to concentrate demand on houses 
that are conventional in style and in the middle range of prices, because 
these are the most mortgageable. It has made the task of buying an 
unconventional or a high-priced house more difficult, not least because 
many societies have a maximum sum in mind above which they are not 
usually prepared to lend, whatever valuation has been put on the house. 
It may also have encouraged surveyors to be excessively cautious in their 
valuations. In short, quotas on mortgages have borne the most hard on 
those with the least capital. 

What the societies can lend out on mortgages depends, of course, on the 
flow of repayments as well as on the receipt of new money. But the 
former, because it is a direct function of earlier contracts, is predictable. 
The latter is not. Effectively it is the unpredictable flow of new savings 
which governs the ability of the societies to go on expanding. This, 
indeed, would seem to be the classical case where the price of money, as 
expressed in interest rates, could establish an equilibrium, with a higher 
rate on shares bringing in more money to match the demand for mortgages 
and with the higher rate on mortgages cutting down applications. So 
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far, the societies have not let the price of money do the deciding for them. 

Two new factors, one zm esse and the other im posse, enhance the attrac- 
tions of the building societies as savings depositaries. The first is the 
new Building Society Act (discussed in detail in The Banker in May last 
year); the second the new trustee bill, which will give trustee status to 
both the shares and deposits of building societies that conform to certain 
minimum provisions on liquidity and reserve ratios. ‘These factors, because 
they enhance the already high standing of the leading societies, gave the 
movement an opportunity last year to think again about its interest rate 
policy. ‘The opportunity was not taken. Rates were raised in the middle 
of last year, but not quickly or boldly enough after Bank rate to prevent 
the net inflow of savings from falling. The societies could not meet the 
demand for mortgages in full and all of them imposed quotas. Past 
history, in other words, repeated itself. 


Record Mortgage Advances 


The societies, in fact, did lend the record sum of £540 millions on new 
mortgages—an achievement of which they have some cause to be proud. 
But this achievement was possible only because of the natural increase in 
repayments, because some societies (notably the Halifax) deliberately re- 
duced the sums they held in liquid form, and because they lent about 
£41 millions under the House Purchase and Housing Act. The first was 
inevitable; the second in the opinion of many outside the movement was 
long overdue; and the third was painless, for all the societies did was to 


TABLE II 
INVESTMENTS AND CASH, LIQUIDITY AND RESERVES RATIOS 
(£000’s) 


LIQUID RESOURCES 
(With Investments 
at Book Value) 


LIQUID RESOURCES 
(With Investments 
at Market Value) 


1959 1960 1959 1960 
Halifax , 81,894 74,557 83,844 75,738 
Abbey National 55,271 59,705 54,670 58,246 
Co-operative Permanent 35,165 40,294 34,040 38,318 
Woolwich Equitable 21,226 23,976 19,537 21,854 
Leeds Permanent 22,930 22,640 22,930 22,640 
Provincial 14,170 14,827 14,118 14,497 
Alliance 12,027 11,738 11,575 11,156 
Leicester Permanent | 6,953 9,442 6,953 9,442 
Burnley ee 9,691 10,065 9,573 9,754 
Leek & Moorlands .. 7,817 10,705 7,621 10,060 


LIQUIDITY RATIOS 


RESERVES RATIOS 





At Book At Market At Book 
Value Value Value 

1959 1960 1959 1960 1959 1960 
Halifax ie sa 18.6 15.2 18.9 15.4 3.6 3.5 
Abbey National - - 15.9 15.4 15.8 15.0 Ee 3.6 
Co-operative Permanent re 15.9 16.8 15.5 16.1 2.9 3.4 
Woolwich Equitable .. os 13 .6 13.4 12.7 12.4 43 42 
Leeds Permanent <5 re 17.7 16.4 17.7 16.4 5.0 5.2 
Provincial ne a a 16.8 16.4 16.7 16.2 6.3 6.3 
Alliance 2 F - 16.3 15.3 15.8 14.7 3.1 3.5 
Leicester Permanent . ai 11.5 13.8 11.5 13.8 5.5 4.9 
Burnley it ay 15.9 15.1 15.9 14.7 4.2 4.1 
Leck & Moncands ifs Ww 17.0 16.9 16.7 16.0 4.9 4.7 
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channel money lent by the Exchequer into mortgages on older properties. 
The societies could with some justification congratulate themselves on the 
way they surmounted their difficulties; but it would be too much to expect 
them to admit that some of the difficulties were of their own making. They 
will no doubt be pleased with the rise in the net inflow that has taken 
place since the beginning of this year; but they are hardly likely to admit 
openly that this is the direct result of the reduction in Bank rate. 


Margins under Pressure 


Necessity, however, may be making the societies a little more conscious 
of the importance of interest rates. ‘The margin between the lending and 
borrowing rates is being squeezed, because the weight of tax paid by the 
societies is getting heavier (as the computed average income of their 
investors rises and as the rate of profits tax is edged higher by successive 
Chancellors) and because administrative costs are rising (not least because 
to attract the right staff the societies are having to raise wages). This has 
left the societies with very little margin to put to reserve and, now that a 
true reserve ratio of 24 per cent is required for trustee status, the societies 
are more anxious than ever to reinforce their reserves. Reserves are the 
ultimate protection against bad debts (which have been slight in the recent 
history of the movement) and it has been argued that a uniform reserve 
ratio is not appropriate, for the impact of one sizeable bad debt is more 
serious for a small society than a big one. But some minimum ratio is 
needed and 23 per cent does not seem to be too high. Out of sheer prudence, 
societies, especially the smaller ones, must aim at a ratio higher than this. 

The need for adequate reserves and the pressure on margins has led the 
societies to recognize that for some months at least the mortgage rate 
cannot be reduced below 6 per cent. They have also indicated that unless 
a sharp reduction in the inflow forces them to raise their borrowing rates 
there will be no increase in the mortgage rate above 6 per cent; the increase 
in profits tax in the recent budget makes it only marginally more likely 
that they will agree to such an increase. While the mortgage rate remains 
unchanged, they cannot be expected to lower the rates they pay to investors. 
To do so would improve their margins, but unless that were done 
after a reduction in Bank rate it would no doubt lead to a fall in the 
inflow of money. ‘The outsider may be tempted to reverse the argument 
and to say that if there is still an unsatisfied demand for mortgages the 
possibility of raising rates should be considered. At this juncture, he would 
be howled down as a heretic. But if Bank rate had to be raised again, 
could the societies still afford to be so inflexible ? Have they not pushed 
their policy of stability in rates a little too far? Pegging their rates as far 
as possible has been a deliberate act of policy by the building societies. But 
it has forced them to live with quite sudden shifts in the flow of savings 
and to accept the problems these have caused in their lending policies. 
The building societies are living in the 1960s, when changes in interest 
rates are recognized as a major instrument of economic policy, and not in 
the 1930s when the interest rate weapon was in disuse. 
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. Growthmanship , 


HE trade recession that many of us were looking for six months 

ago seems to have disappeared without a trace. What we had 

been expecting had been the latest of the series of short period, 

mild recessions which here and in America and other countries 
of the Western world seemed to have replaced the long period eight-to- 
eleven-year type of varying depth to which we had become accustomed 
before the war. But the extreme limits of the official index of production 
have since the beginning of 1960 varied by no more than 2 per cent. 
Compare this with America where the fluctuation of output has been of 
the order of 8 per cent and where in addition there has been a very large 
increase in unemployment—while here, though unemployment has risen 
by a few tenths per cent, it has barely exceeded 2 per cent even under the 
combined stress of season and cycle. 

With the remarkable recovery of the motor car and some appliance 
industries it seems certain that production will in the coming months pull 
out of the recession which was really no recession, and forge ahead to new 
heights. New heights? But by how much higher than the old ones— 
by an odd point or two, as happened so often in the ’fifties, or by a more 
substantial jump which was the exceptional experience of 1959-60 ? 

The fear which widely prevails is that all we are likely to achieve is a 
repetition of the creepy-crawly upward movement of the ’fifties. Our rate 
of industrial investment, even if it is increasing, is still well below that 
which most other comparable countries have been recording. 

This is a fact which has caused great concern amongst many academic 
economists and people in the fields of politics and business who have 
accepted their teaching. In these circles the theme has been investment, 
more investment; it has been accepted that economic “ growth” depends 
very largely on fresh investment. A few years ago it was a habit among 
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professional economists to devise growth “models” in the shape of 
elaborate algebraic formule that set forth the conditions as respects invest- 
ment, prices, wages, rates of interest and profit, etc, under which a given 
rate of “‘ growth ”’ (i.e. increasing output) could be attained. 

In the past year or two, however, a tendency has developed to play down 
this rigid formulistic doctrine and to argue that, to a much greater extent 
than its adherents would admit, economic “ growth”’ depends on less 
tangible and human factors, such as organization, skill, inventiveness, 
restrictionism on the part of either side of industry. In this connection 
I would like to call attention to two brochures by leading professional 
economists that have appeared in the last few weeks—Growth, Wages and 
Money (published by the Cambridge University Press at 5s), which repro- 
duces the Marshall lectures given last autumn by Sir Dennis Robertson, 
and Growthmanship by Mr Colin Clark (published by the Institute of 
Economic Affairs at 5s). Sir Dennis is concerned mainly with certain 
aspects of the reports of the Cohen Council (of which, of course, he was 
a member) and the Radcliffe Committee, but he sufficiently exposes his 
view of the extremer forms of growth philosophy when he invites his 
hearers to consider a dozen or so of the growth models of contemporary 
economists and say “‘ which seems to you the biggest nonsense and why ? ” 

Mr Clark interprets the word “‘ growthmanship ”’, which forms his title, 
as ‘‘ an excessive preoccupation with economic growth, advocacy of unduly 
simple proposals for obtaining it and the careful choice of statistics to 
prove that countries with a political and economic system which you favour, 
have made exceptionally good economic growth and that the countries 
administered by your political opponents have made exceptionally poor 
economic growth”. (Incidentally, as a matter of interest and without 
imputing in the slightest degree this element of growthmanship to Mr 
Clark, I note that he states that the real rate of economic growth of Soviet 
Russia since 1953 has been lower than that of most industrial countries !) 


Human Factors the Key 


Mr Clark holds with Sir Dennis that the growth models (devised in the 
years after World War II by Keynes’s “ less gifted disciples’) were “ of 
little value’? when they were formulated and are now becoming “ very 
wide of the mark’”’. ‘Their general idea was to regard economic growth as 
solely, or at any rate predominantly, due to the investment of capital so 
that if you wanted more economic growth, all you had to do was to invest 
more. But, in fact, “the principal factors in economic growth are not 
physical—natural resources and invested capital—but human ”’. 

In pursuance of these ideas Mr Clark makes a number of recommenda- 
tions. Premising that ‘“‘ the rise in productivity has been predominantly 
due to human factors: better knowledge, organization skill, effort, education, 
enterprise’, he recommends that countries should avoid attempting to 
force accelerated growth, which is to risk impeding it, but should aim at 
liberating and stimulating the energy and enterprise of the people by 
breaking down barriers and restrictions. This means more free trade, a 
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more vigorous effort to remove restrictive practices, such as resale price 
maintenance and other practices in restraint of trade. It also means “a 
more courageous effort to deny trade unions the power to enforce closed 
shops, employ intimidation and restrict the output of working people ”’. 
Finally, Mr Clark calls for “‘a substantial reduction in the burden of 


taxation ’’ though he does not make it very clear how this is to be achieved. 


Labour Relations—Brake on Expansion 


But now let us leave the professional economists and consider some of 
the practical implications of what they say. In saying this it seems fair 
to conclude that even the “investment zber alles”? school would not 
entirely reject as practically irrelevant the Clarkian ideas on the ‘‘ human ”’ 
factors in industrial growth. Some of them, and indeed all of us, may 
have been tempted to play down the importance of these factors by reason 
of the apparently insuperable barriers in the way of their practical realization 
that have been shown to exist in many industries. 

Consider, for example, such leading industries as shipbuilding, coal 
mining, railways, docks and harbours, cotton textiles. In all of these, and 
not a few others, restrictionist practices of such a formidable character 
have long existed, so that productivity is lower by substantial percentages 
than what it need be. ‘The situation of the shipbuilding industry, in 
particular, can only be described as appalling. That was brought out in 
the course of the proceedings of the Court of Inquiry in 1957. During 
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the hearing Mr Sloan, QC, the employers’ representative, charged the 
workers with such wasteful practices as (a) systematically starting work 
late and breaking off early, (6) unofficial wage demands made at the pistol 
point just before a launch, or some other contingency capable of exploita- 
tion by the workers, (c) embargoes on overtime, (d) demarcation disputes, 
(e) insistence on double manning, i.e. unnecessary duplication of labour 
power, (f) bans on work study, (g) restrictions on output, (h) increased 
absenteeism. Numerous examples were cited. But Mr Hill, the unions’ 
representative, made virtually no attempt to rebut these charges. He was 
content to rest his case on the assertion that the shipbuilding industry was 
prosperous and could afford to pay higher wages. In 1957 that was true, 
though even then there were dark clouds on the horizon. In 1961 it is no 
longer true, but there has been no news of any abatement of restrictive 
practices. Indeed, within the last few weeks the Financial Times has 
quoted a management consultant as saying that labour efficiency in the 
shipyards was no higher than 50 per cent, the paper adding the comment 
that this was “ perhaps an unduly low figure but nevertheless a possible 
one”. ‘The whole future of this great British industry is now in jeopardy. 

The shipbuilding industry may provide the worst example of waste and 
inefficiency due to bad labour relations. But there are others nearly as 
bad. ‘The inefficiency of some of the ports has been high-lighted by the 
long drawn out tally clerks’ strike in London and by figures comparing the 
unloading times recorded in British ports with the much shorter times 
reported from continental ports. On the railways striking economies 
achieved by reorganization of certain depots have been negatived by the 
flat refusal of trade unions to sanction similar reforms elsewhere even after 
the advantages to all concerned had been clearly demonstrated. 

In terms of loss of exports alone, the cost of these stupidities must run 
into tens of millions. Of course, they do not represent the whole story. 
There is the brighter side. There are the large-scale improvements in 
organization, in many cases with the help of professional firms of industrial 
consultants. ‘There are the numerous amalgamations and rationalizations 
resulting from take-over bids—most, though not all, of which one must 
presume to have achieved technical success and not merely to have brought 
financial gain to the organizers. 

But it is the other part of the story that cries out to be dealt with and 
no longer to be allowed to slide through apathy or despair. It is probable, 
as Mr Colin Clark contends in his book (and as I have more than once 
argued here), that something can be done by amendment of the law relating 
to trade unions to remedy some of the most glaring forms of restrictionism. 
But for the most part improvement can come only through enlightenment 
of the trade unions with the help of negotiations with the employers and 
advice from the Ministry of Labour. Fortunately there have recently 
been some indications that the endeavour to achieve progress by these 
means is not as hopeless as it has often appeared. 

They concern particularly the motor car industry, which suffers perhaps 
more than any other from sudden and violent fluctuations of activity and 
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partly for that reason has been a prey more than most to irrational labour 
disputes and stoppages. Draft agreements have now been drawn up by 
employers and union representatives (a) for the simplification of the wages 
structure (with reference particularly to time versus piece rates) in the 
motor industry and (6) for training of shopstewards. These have still to 
be submitted to plenary conferences and it cannot be taken as a foregone 
conclusion that they (and particularly (b)) will be adopted. Still it is un- 
doubtedly a hopeful sign that negotiations on labour relations between the 
two sides of an industry should have achieved such progress. There have 
been other hopeful developments as well. ‘The Minister of Labour is 
about to issue a book on “ redundancy”’. And—as another example— 
The Times justly described as “ new and inspiriting ” the work of the chief 
personnel officer of the Dunlop Rubber Company and the national officer 
of the T & GW Union in jointly investigating the bad state of affairs at 
the company’s Speke factory that led to a protracted strike in February, 
and in issuing a report that was fearless‘in its criticism. 

Let us, therefore, take heart and hope that within not too long a space 
of time the “human” factors of production—organization, enterprise, 
co-operative effort, call them what you will—will be making their full 
contribution to our economic growth. ‘Then we might hear less about the 
inadequacy of our physical investment. And we might feel a little more 
confident about getting the measure of our balance of payments problem. 





An Artist’s Sketchbook: No. 85 


BRITISH BANKS IN TOWN AND COUNTRY 
Midland Bank, High Wycombe 


IGH WYCOMBE was once a prosperous country market town: 
Hi: is still busy and prosperous but hardly, nowadays, a country 

town. In the time of the Georges, it was important for its Mop 
Fair, held in the market square; to this fair came rustic servants desirous 
of being hired. Industry has since made its mark. The character of the 
town in those bygone days can, however, easily be inferred from the 
numerous remains of eighteenth and early nineteenth century shops and 
houses, many of them of fine proportions. ‘Three banks in the town— 
the National Provincial, Westminster and Midland—are housed in attrac- 
tive eighteenth century buildings; the National Provincial Bank in particular 
is a fine town house of the period, with a heavy cornice. ‘The Midland Bank, 
the subject of this month’s sketchbook, is situated on the market square. 
It is a delightful survival of the eighteenth century, adjoining the Guildhall 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


and the picturesque octagonal Market House. The bank premises have 
been modernized on the ground floor, but above is attractive eighteenth 
century brickwork of red and blue-grey arranged in a pattern. The 
blocked-up windows are a timely reminder of the days when Chancellors 
sought to balance their budgets by levying a tax on windows; the tax 
evasions of to-day take less obvious forms. . 
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Should the Banks Disclose 


Their Inner Reserves ? 


HOULD the banks continue to enjoy the right to carry part of their 
capital resources in the form of “ inner ”’ reserves concealed from the 
world ? And should they likewise remain entitled to determine the 
amount of disclosed “‘ net profit’ after making undisclosed transfers 
to (or even from) those reserves? ‘These are by far the most important 
questions raised for the banks themselves by the Company Law enquiry 
now proceeding under the chairmanship of Lord Jenkins. They have 
been brought to the fore at this stage—far in advance of the formulation 
of the Committee’s report—by the publication last month of the evidence 
tendered to the Committee by representatives of the clearing banks and of 
the British overseas banks. The evidence of the Scottish banks was 
released earlier this year.* Because of the importance of this issue for the 
banks, and because of the considerable controversy that has been aroused 
in other circles, we reproduce below the greater part of the oral testimony 
given on this subject by the clearing bankers—who presented the case in 
greater detail than did the other two groups—as well as the salient portions 
of their written memorandum (pages 343-354). 

The evidence already available of other witnesses before the enquiry 
makes it clear that the case of the banks, discount houses and insurance 
companies (not to mention shipping companies) for exemption from the 
statutory rules of disclosure that govern all other public companies is now 
being questioned more widely and more seriously than on any former 
occasion when it has come under scrutiny. To allow any public insti- 
tutions to adopt, for whatever purposes, deliberately obscurantist practices, 
and to conceal their true profits, is felt to be out of harmony with the 
modern trend, which is towards the giving of more and more detailed 
information, not only in company affairs and matters of investment, but in 
the sphere of financial and economic statistics in general. Not surprisingly, 
the continuance of the exemptions accorded to these four categories has 
been challenged before the Committee by most of the financial journalists 
who have given evidence and by bodies mainly representing the interests 
of investors—notably the Association of Investment Trusts and the Society 
of Investment Analysts—as well as by the Trades Union Congress. It is 
objected, in particular, that shareholders are prevented from ascertaining 
whether they are getting a due return on their money, and that the practices 











* Company Law Committee Minutes: 9th Day (Clearing Banks), price 5s; 7th Day 
(Scots Banks), 4s 6d; 13th day (Overseas Banks), 4s 6d. H.M.S.O. 
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might be used to conceal inefficiency; that, since shareholders are not 
given sufficient information to enable them to exercise intelligent control 
over the banks’ directors, the latter are responsible only to themselves; 
that, in the event of a take-over bid, the bank shareholder would be at the 
mercy of a speculative bidder; and that bank employees are put at a dis- 
advantage in bargaining about salaries. 

The banks’ main reply to the challenge is to say that, even though there 
may be some justification in each of these lines of argument, they are all 
beside the point. ‘They take their stand on the proposition, accepted by 
the Cohen Committee in 1945, that the interests of depositors outweigh 
those of shareholders, that the national interest requires that the confidence 
of depositors (and others) in the stability of the banking system shall be 
sustained, and that disclosure of considerable fluctuations in profits or 
asset values might endanger that confidence. As Sir Oliver Franks dis- 
armingly pointed out in his opening statement, the case for exemption 
does not rest on any matter of principle, but is simply a question of 
expediency. In trying to judge the possible reactions to disclosure of wide 
fluctuations, the question is not “‘ what a reasonable and well-informed 
man would think... . It is, rather, what can be done to confidence by 
a rumour once it gets moving?” If it is really true that there cannot 
be a run on the banks nowadays, then admittedly that argument does not 
apply. But is it certain that overseas interests might not become “ victims 
of their imaginations ’’, so that the banks’ foreign business, and even the 
stability of sterling, might be endangered by disclosure ? 

If in the national interest it is expedient to grant the exemptions then, 
say the banks, the specific disadvantages cited by the critics have to be 
accepted; but none of those disadvantages, it is contended, is as weighty 
as might at first glance appear. The bank shareholder, for instance, is not 
left ‘‘ helpless ’’; his interests, like those of the bank customer, are “ pretty 
considerably safeguarded ”’ by the fact that the banks are in “ fairly violent 
competition with each other’. Moreover, said Sir Oliver, there is in every 
clearing bank the ‘‘ convention which is never broken” that published 
profits show the trend of real profits, in the sense that both will always 
move in the same direction from year to year. As for the position of the 
employee, it is affirmed that ‘the boards of the banks never advance 
inability to pay as a reason for withstanding wage and salary claims ”’. 

The Scottish banks take their stand on almost precisely the same argu- 
ments as these, but the overseas banks and accepting houses rely also on 
arguments peculiar to their own special circumstances. In particular, the 
accepting houses urged even more strongly than did the clearing banks 
“that it is very difficult to disclose the complete position without also 
disclosing some. sidelights on your customers’ business”. The overseas 
banks, for their part, urged five special considerations: (1) that their asset 
values, in particular, are liable to exceptional fluctuations, partly in conse- 
quence of exchange-rate fluctuations: in recent years the banks have had 
to contend with “unprecedented disruptions stemming from political 
developments ”’ in the territories in which they trade; (2) that a publicizing 
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of inner reserve provisions against possible losses arising from growing 
nationalism would be a “ fatal invitation to confiscatory action ’’—on the 
argument that the banks could not lose from such action if they had already 
provided fully against it; (3) that discriminatory pressure against overseas 
as distinct from indigenous banks, notably by demanding increased invest- 
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ment of capital locally, would be ‘‘ immensely increased ”’ if substantial 
inner reserves were disclosed; (4) that most overseas banks operate in 
several countries, and their inner reserves, relating to the business as a 
whole, are used to iron out fluctuations as between one country and another; 
(5) that indigenous banks are not required to disclose their reserves. 

The opponents of the exemptions were not confronted by the Com- 
mittee with these special arguments of the overseas banks. When con- 
fronted with the general case of the domestic banks, most of the critics 
conceded the primacy of national interest, but questioned whether it could 
any longer be best served by concealment. This line of argument was 
voiced, indeed, by one of the members of the Committee, in the sharpest 
of all the questions put on this issue to the banks: 


. . . the case that has to be made out is that it is in the national interest, not 
merely that banks should be strong, not merely that they should seem to be 
strong, but that this is best accomplished by not allowing it to be seen how 
strong or weak they are . . . everybody realizes that they would never be allowed 
Ge «+ 
Professor Gower, who put these propositions to the Scottish banks, was 
not present at the session when the clearing bankers were examined. 

Many people may feel, indeed, that the case presented by the big 
domestic banks is less convincing now than it formerly was, in spite of 
the argument that the greater range of fluctuation in Government securities 
in recent years has reinforced the case accepted by the Cohen enquiry. The 
fact that in 1952 four of the Big Five banks discontinued the “ at or under 
market ”’ valuation of Government securities, and at that time and also in 
1955-56 disclosed a shortfall between book and market values, had no 
effect whatsoever on the confidence of domestic depositors in the stability 
of the system. Sir Oliver Franks emphasized that in 1955-56 “‘ some 
foreigners raised eyebrows ’’, but he had not traced ‘‘any physical loss 
of business to that reason”. The clearing banks’ memorandum con- 
tended, however, that there might have been a “‘ more serious” effect 
abroad and a “very different”? one at home if the “ full extent of the 
attrition in the banks’ reserves’”’ had been disclosed. It is relevant to set 
beside this opinion the admission of Sir Edward Reid, of Barings, that the 
foreign depositor tends to react to ‘‘ the broad situation that the banks 
are in, in times of stress or shock ’”’ and that this situation will be suff- 
ciently well known, so that disclosure of reserves some time after the event 
would probably not give him ‘‘ much more information that might influence 
his decision on moving funds ”’, given that he had taken a view already. 
Moreover, now the Treasury is doing its best to show the “ broad situation ” 
with increasing candour, by more and more detailed estimates (however 
liable to drastic revision), is it likely that if foreigners have not taken fright 
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at the disclosure of a deficit on the balance of payments, they will do so 
because the banks show a book loss on their investments ? 

This question of investment depreciation seems, indeed, to have played 
an undue part in most of these discussions, given the fact that at least two 
of the big banks are now abstaining from any writing-down at all of their 
portfolios of Government securities (that is to say, they do not even write 
them down out of the profits of the year), so that in certain circumstances 
the full book depreciation is already being disclosed. In principle, the 
case of the banks would look stronger if it were founded more largely, 
as it always used to be, on the problem of losses on lendings—but the 
full employment of these post-war years has happily made these losses 
of minor significance by contrast with the heavy burdens they imposed 
in the inter-war years. In this brief survey it has been impossible to 
weigh all the many conflicting arguments adequately, but one practical 
consideration may merit closer scrutiny than it seems to have received 
during the Committee’s interrogation of witnesses. If it were con- 
sidered that the big deposit banks no longer need the protection of the 
exemptions, how in practice would the ‘“‘ complete ” disclosure required 
of them be defined? It would not be suggested that a bad debt could 
not be written off before striking profits, or that similar provision should 
not be made, without disclosure of its amount, for a debt almost certain 
to become bad in a few weeks or months. Where, then, should the line 
be drawn between specific and “ policy’ provisions for doubtful debts ? 
And if provisions of that sort become admissible, why not parallel provisions 
for the contingency (expected, or merely thought possible ?) that realized 
losses may be incurred on investments? ‘Truth, in this context, could 
prove to be a many-sided and subjective concept. 


BANKERS PUT THEIR CASE 


Sir Oliver Franks, Mr F. Keighley, Mr R. G. Thornton and Mr H. B. Lawson gave 
oral evidence before the Company Law Committee, presided over by Lord Fenkins, 
on December 16, 1960. 


3071. Chairman: Then we come to’ closure ?— Sir Oliver Franks: Yes, Sir, 








the difficult matter of the exemption 
afforded to banks from certain of the 
accountancy provisions of the Eighth 
Schedule to the Act. As a preliminary 
matter will you agree that the Cohen 
Committee’s view was that full dis- 
closure should be made as a general rule 
and that special circumstances ought to 
be shown by any company claiming 
exemption from the general rule of dis- 
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I should agree with that. 

3072. ... Would you agree that the 
points I am about to state are the main 
exemptions in question ? As-I have got 
them they are four points: the first, a 
company qualifying for exemption is 
allowed to make reserves and pro- 
visions out of revenue before arriving 
at its published profit and without 
disclosing the amounts so deducted. 





Would that be right ?>—Yes. .. . 


3073. ‘Then the second one, the com- 
pany is not obliged to distinguish 
between reserves and provisions or 
to disclose transfers to and from 
such accounts.—That is also true. 


3074. Thirdly, the company need 
not state the market value of its 
investments, but can simply describe 
them as “‘ at or under cost’’ ’—Yes. 


3075. And finally, the company need 
not disclose the method adopted in 
the valuation of fixed assets or show 
separately any amount allowed for de- 
preciation.—Yes, that is also the case. 


3076. ‘Those are the four— ... 
There is a further exemption which is 
that we are relieved from showing 
the charge for tax before we come to 
the published profit... . 


3077. Yes. That makes five. Do you 
say that all these exemptions are neces- 
sary to banks ?—Sir, I think that we say 
without doubt most of them hang to- 
gether, in the sense that if one of them 
were taken away, it would be possible 
for ingenious people with a certain 
amount of intellectual effort to arrive at 
approximate answers on the other sub- 
jects also. But I say at once that I am 
not certain how far that applies to the 
depreciation of physical assets. .. . 


3079. . . You made a very con- 
venient summary of your case for 
exemption in your memorandum under 
six heads which perhaps I might read.* 
. . . Those six paragraphs summarize 
your views, do they not ’—Yes. 

3080. And that accords with the 
recommendations of the Cohen Com- 
mittee and their discussion of this topic ? 
—lI believe that to be so. 


3081. Does it put it rather high 
when you speak of “‘ unquestioning con- 
fidence in the stability of the banks 
which is acknowledged to be a national 
asset of the first importance’ ?—Mr 
Thornton: I do not think, Sir, that is an 
overstatement. 


3082. You think “ unquestioning ”’ 
does not put it too high ?—I would not 
have thought so. This question of con- 
fidence in the large commercial banks is 








* Reproduced on page 351 below. 
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a matter, I think, of fundamental im- 
portance to the country as a whole. 
It is the means through which the great 
bulk of debt is settled, and any shaking 
of confidence, in our opinion, would be 
a very serious thing. 


Expediency, not Principle 

Sir Oliver Franks: Could I add to 
that? I would like to begin by saying 
that I do not think that the question 
of exemption of the Clearing Banks 
is a matter of principle. I do not 
think that we can bring any prin- 
ciple before you to justify it. I think 
it is a question of expediency. | 
imagine that what I am about to say is 
in fact very familiar to the Committee, 
but I find in my own mind that one of 
the difficulties is to draw a clear distinc- 
tion between, shall we say, the position 
of an industrial company and that of a 
bank. I think it is obvious that the 
position is different in the sense that 
one looks to creditors, to shareholders 
and to the staff in an industrial company, 
but in the case of the bank you have 
also to look to the depositors and first 
to the depositors. But the difference 
seems to be in a way this, that when you 
look at the industrial company, its stock- 
in-trade is, so to speak, a certain number 
of physical assets, maybe raw materials, 
maybe semi-processed products, maybe 
finished goods. But when you look at 
the bank, its stock-in-trade is money, 
and money is different from these rela- 
tively fixed physical assets which an 
industrial company has. It is different 
because the stock-in-trade of the 
bank—money—can be more imme- 
diately and more  pervasively 
affected by a change in confidence 
than can a change in the physical 
assets of an industrial company. 


Investment Depreciation 

When you look at the actual experi- 
ence of banks, it is of course the case 
that the movements which can take 
place either in the value of invest- 
ments or the losses which can take 
place in relation to lending can be 
out of all proportion to the profits of 
a single year. I think it may interest 
the Committee to know that in relation 











to three of the Clearing Banks within a 
period of 12 months—I am taking Sep- 
tember, 1954, to September, 1955, the 
swing in the market value of gilt-edged 
portfolios was in one case £44 million; 
in the second case, £47 million; and in 
the third case, £33 million. Now, it is 
quite obvious that the extent to which 
swings like that eat into the reserves of 
the banks, let alone their relation to 
profit in any year, is very considerable. 

Then when you take not the invest- 
ments side but the lending side, it is 
of course a fact nowadays that very 
large demands are made on us by a 
very small number of very large 
companies. ... We are dealing... 
with lendings which may be of £10 
million or £15 million, and you will see 
at once that if one of these goes bad 
on a bank, again the amount for 
which reserves and provisions have 
to be made or eventually the loss 
which will be sustained is out of all 
relation to the profits of the year, or 
alternatively it makes a very con- 
siderable hole in the contingency 
account. 

I think that the point which the Com- 
mittee has to weigh is what the effect 
of the disclosure of movements like this 
would be on confidence. It would 
normally not be possible for a bank 
to reveal who the customer was 
who was in difficulties. Therefore 
this large unexplained provision or re- 
serve would have to be made and nothing 
said in the one case, where lending is in 
difficulty. In the other case, admittedly 
more could be said: it could be said, 
“This is a swing in investments’. But 
what I think one has to ask oneself is 
what the effect of either a very large 
inroad into the reserves of banks or 
alternatively the relation which so large 
a movement or loss would have to the 
profit for the year, would have on the 
depositor and the general public; and, 
in a way, taking all the banks together, 
the depositors and the general public 
are nowadays not so far removed one 
from another. 

I do not think that in trying to 
judge this issue the question is what 
a reasonable and well-informed man 
would think to be the case; the prob- 
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lem here is not that. It is rather, 
what can be done to confidence by 
a rumour once it gets moving ? And 
I think that it would take us, to estimate 
this, really into what happens in group 
psychology. I think we all saw in the 
last month or two what happens, not in 
the banking world directly, but in the 
foreign exchange world, when a rumour 
begins to move there, and it affects gold. 
This is the sort of problem which, I 
think, the Committee has to weigh in 
the judgment of expediency, not of 
principle, in relation to the Clearing 
Banks. ‘There is, I think, no question 
about the size of these relatively sudden 
movements which can happen to us 
from time to time. What has to be 
weighed is what the effect of their dis- 
closure is likely to be, given that they 
are out of proportion to the annual 
profitability of the banks. 


No “ Run ’”’ Possible ? 


It is fashionable to say nowadays 
that of course there could not be a 
run on the banks. If it were really 
true that there could not be a run on 
the banks, then what I am saying 
about the power of rumours or the 
effect of group psychology do not 
apply. But I think the Committee will 
have to be sure that a run on the banks 
could not happen; and I suppose that 
it might be rash to say that because 
it had not happened for a long while 
therefore it could not happen. This 
seems to me to be the crux of the issue 
on this very difficult subject. 

I could go on to talk about one other 
aspect of it which has relevance, which 
is that banking years tend to go in 
cycles. For some years we are apt to 
have quite poor profits and then for 
some years we have quite good profits. 
These really flow from what the de- 
cisions of the Authorities may be about 
the level of interest rates and so forth; 
when interest rates are very low, things 
are harder; when interest rates are high, 
things are easier. But I do not want to 
lay great stress on that because I think 
that could be explained either to the 
shareholders or to the public. .. . 

The problem is whether, even though 
the facts were laid out perfectly clearly 











before the shareholders, the depositors 
and the general public, you could rely 
on the fact that these very large move- 
ments which take place or the occa- 
sional very large loss suffered on lend- 
ing, would not make people’s minds leap 
in imagination instead of staying, as it 
were, quietly with a reflective assessment 
of the position. I think it is only if 
one is sure that the imagination will 
not take wing and rumour proceed 
through the City in the way that 
Virgil described it, that one can 
resolve this question of the pro- 
priety of the exemption of the banks. 
3083. I am much obliged. You say 
that a run on the banks could not be 
regarded as an absolute impossibility 
to-day, but it would be very, very ex- 
ceptional to-day under modern condi- 
tions ?—I at once say that I do not 
contemplate a run on any Clearing Bank 
as a matter of probability. It is not 
something which I take into account in 
my normal thoughts about my bank. 
But it seems to me another matter to 
say that one knows that it could not 
happen. I think the hypothesis here 
is that in a year the results of a 
particular bank could look singu- 
larly unfavourable, and you could 
see the loss on investments eating 
up a great part of the contingency 
reserves, out of all proportion to the 
profit, and then you have to ask 
yourself whether it is certain that 
the depositors, the public, the over- 
seas interests, would not become the 
victims of their imaginations and 
liable to spread the rumour, so to 
speak. I think that certainly is difficult 
to believe because there are times— 
there were times 30 years ago—when in 
banking or in the foreign exchanges this 
power of imagination has been demon- 
strated; not in this country, but it was 
demonstrated just the same. 


Explaining Small Dividends 


3084. Then the converse case of 
the bank doing exceptionally well: 
is there anything in the point that share- 
holders will then come and ask for a 
higher dividend ? That is the converse 
of the case where there might be a run. 
—If I may, I am going to assume for 





the purposes of this answer that what 
the banks in fact do in relation to their 
dividends is sensible and defensible. [| 
think it is perfectly true that in relation 
to a good year the amount of divi- 
dend that might be paid would 
appear to be rather small and I 
would expect in the case of my own 
bank to be cross-questioned about it 
by the shareholders on why more 
was not being done for them, and it 
would be my business to try to explain 
that the view which the bank had to 
take was not exhausted in the results of 
12 months, that it had to look before 
and after: before in relation to the com- 
mitments that it had undertaken and 
after in relation to the run of the years 
on average. It might or might not be 
diffictlt to convince the pertinacious 
shareholders, but I do not think that I 
would want to stand on that diffi- 
culty very heavily as a major reason 
for the consideration of the preser- 
vation of hidden reserves. If I had 
to cope with that one, I would. It might 
be not altogether easy, but it would have 
to be done. 


3085. Now might I give you a sum- 
mary of various points that have been 
raised against your view so that you can 
make your comments on them? ‘The 
main criticisms would appear to be, first, 
that the investor cannot tell if he is 
getting a reasonable return on his 
share of the company’s assets, and 
that the power to conceal reserves 
and profits might be used to conceal 
inefficiency in the use of the company’s 
assets.— .. . The banks are in fairly 
violent competition with each other and 
if a particular bank was not making 
reasonably efficient use of its assets, I 
think that this would fairly soon over 
the years be disclosed in the performance 
of one bank in relation to the others; 
and that the shareholder has a pretty 
considerable safeguard either in 
relation to inefficiency or in rela- 
tion to the level of dividend in the 
fact that we are always looking over 
our shoulders at each other; in other 
words, that competition is real. But 
I must admit at once . . . that if he does 
not know the full position of the banking 
company, then he has not got all the 
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material for making his judgment which 
he would have if he had that full 
material. 

3086. But you say it does not follow 
that he ought to have the full material ? 
—No, Sir, I do not quite say that. I 
think that I would say instead that if 
you will the end you must will the 
means. The question here is whether 
the arguments which lead to the 
view that the exemptions granted 
to the banks should continue are 
sound. If the answer to that is 
“Yes”, then I think these conse- 
quences, so to speak, follow and have 
to be accepted. They are not really 
separate points. All I am saying now 
is that the Clearing Bankers do put for- 
ward, I think, the argument which I 
have tried to state and that therefore, 
while they accept that the shareholder is 
not in the same position as other share- 
holders, they think it follows from the 
exemptions. ... 


Disclosing Profits Trend 


3087. Then the next one is that if 
the shareholders are not given suffi- 
cient information to exercise intelli- 
gent control over the banks’ direc- 
tors, the latter are really responsible 
to no one but themselves.—I think 
that I should not accept that statement 
in the form in which it is. The fact that 
the shareholders have not got full infor- 
mation, which I have to admit at once, 
does not mean, I think, that they are in 
possession of no information or no valu- 
able information, and are therefore in no 
position to exercise control. In fact, of 
course, they are in a position to exercise 
control. The question is how intelligent 
that control is. I think that they have 
quite a good deal to go on. For 
example, I think that in every Clear- 
ing Bank, the convention which is 
never broken is that the trend of 
profit is shown in the published 
profit; that is to say, if the real profit 
in the bank is up, then the published 
profit for the year is up on the pre- 
vious year; if it is down, the published 
profit for the year is down. This in itself 
—I merely give this as a particular 
instance—is a piece of important infor- 
mation which shareholders possess and 
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which tends over the years to enable 
them to make a judgment. But I have 
to admit that in proportion as the share- 
holder has not got full information, the 
fully intelligent control, which no doubt 
in the case of other companies he exer- 
cises, cannot be exercised in the case of 
a bank, and that therefore the responsi- 
bility on the board... is... greater. 


Bank Share Prices 


3088. Thank you. Then the next 
one, should there be a take-over bid 
for one of the banks, it is suggested 
that there the shareholder would be 
at the mercy of the speculative bid- 
der because he would not know the 
value of his shares.—I suppose for 
the purposes of answering the question 
I am to assume that that knowledge is 
present in simple and accurate form in 
all other cases where these exemptions 
are not granted. It is true, of course, 
that in regard to the banks, just because 
of these exemptions, the picture which 
is given in the case of other companies 
is not fully given in the case of banks. 
But I do not in this hypothetical case 
think that the shareholder is wholly 
without any means of judgment. I 
think that the banks do in fact, for 
obvious and prudential reasons, try 
to see that the prices of their shares 
bear a reasonable relation to what 
they should, but I think I have to give 
really the same answer as before: the 
shareholder has quite a good deal of 
information on which to base his judg- 
ment, though he has not as much as in 
the case of other companies... . 


Salaries and Profitability 


3089. ‘The next one is from the point 
of view of the employee: it is sug- 
gested that the employee is put at a 
disadvantage because he cannot bar- 
gain effectively inasmuch as he does 
not know how much the bank can 
afford to pay him.—I think this point 
is as fair as the other ones, because he 
does not know all that is disclosed in 
the case of companies which are not 
exempted, and he therefore has some 
grounds of argument not available 
to him and this position flows from 
the basic exemptions. But equally it 
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would not be true to suppose that 
therefore the member of the bank’s 
staff is weaponless. A great deal of 
negotiation about salaries and wages 
is in fact conducted in terms of 
what related companies or branches 
of industry or commerce pay. These 
figures are known and the arguments 
are made in fact in those terms: whether 
we, in relation to, shall we say, insurance 
companies, or whatever it may be, are 
paying what we should. Secondly, there 
is the competitive position between the 
banks themselves and while all salaries 
paid in the banks are more or less con- 
fidential, equally they are relatively well 
known to the various Staff Associations 
or to the National Union of Bank Em- 
ployees, and these afford a perfectly 
good method of engaging in argument 
with the bank on the subject of salaries. 
The only point really which is inac- 
cessible is how the bank is doing at the 
moment, because in so far as that is behind 
the curtain, it cannot be used in argu- 
ment. I would merely like to add that 
it is a very great handicap to the chairman 
of the bank also because very often he 
encounters the view that the hidden 
reserves of the bank are very large indeed 
and therefore the bank can do anything 
that it is asked: in fact those reserves 
are not in the least unlimited, and 
if I could disclose them I would be 
better placed in argument with my 
staff. 

Mr Thornton: I just wanted to add to 
what has been said, that for the reasons 
which have just been given I think it is 
true to say that the boards of the 
banks never advance inability to pay 
as a reason for withstanding wage 
and salary claims. I am not aware 
that they do. In other words, I do not 
think the salary demands are ever 
turned down on grounds of profitability. 


3090. I see. The last one is that 
the customer cannot tell if he has 
been charged too much for the ser- 
vice he receives.—Sir Oliver Franks: 
In part that is like the other questions: 
he cannot tell what the true profitability 
of the bank in the year is. On the other 
hand, I do not concede that point has 
even the strength of the others, because 
he has that facility which we know 





among ourselves as the facility of 
crossing the street. He can always go 
and see what the charges are in the next 
bank, and the fact of competition be- 
tween us means that we are under 
discipline about our charges in the way 
which we know to be perfectly real. He 
is not very likely to be done down. 
3095. Mr Watson: . . . in paragraph 
(4) of the summary of your case for 
exemption, you say: “* But the earnings 
of the banks are subject to wide fluctua- 
tions from year to year since the results 
may be much affected by changes in the 
value of their investment holdings. .. .” 
Is that quite what you mean? Do 
changes in the value of investment 
holdings really affect earnings of 
the banks? It is losses that arise 
from’ the sale of them that you are 
thinking of ?—Mr Thornton: Yes. 


Threat to Foreign Business ? 


3096. Then there was a further point 
in your memorandum where you are 
referring to the depreciation in value of 
investments which the banks had to dis- 
close in their balance sheets. You say: 
‘** Fortunately the appearance of notes in 
balance sheets had no disturbing effect 
here although they did not pass un- 
noticed abroad’. I gather that one of 
the main planks that you had in re- 
questing a continuance of non-dis- 
closure is the possibility of the loss 
of foreign business. Does this com- 
ment really mean that the dis- 
closure of depreciation had in fact 
some detrimental effect on foreign 
business of the banks ?—Sir Oliver 
Franks: I should not be prepared to say 
““Yes’’ in answer to that question. 
What I think is true is that—Lloyds 
Bank was one of the banks which did 
this—I became aware that some 
foreigners raised eyebrows when I 
had not expected them in fact to do 
so. They took a view and they won- 
dered. But it would not, I think, be true 
to say that we traced any physical loss of 
business to that reason. 

3100. Mr W. H. Lawson: Could I 
ask one or two questions of detail regard- 
ing the exemptions . . .? The first 
question is in relation to the market 
value of quoted investments. When 
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the market value is below the book 
value or balance-sheet value, it is I 
believe the invariable practice of the 
Clearing Banks to give the market value 

. it may be therefore that that is an 
exemption which you may feel you no 
longer require.—May I answer that by 
saying that as we are here to-day we do 
not feel in a position to say that we will 
be prepared to see our custom trans- 
formed into a rule, but we would be 
very willing to look into it. ... [The 
banks later stated that they would not 
object to such a rule.| 


Investment Valuation 


3101. Then the counterpart of that: 

.. would there really be any great 
harm if... you also had to show 
the market value where that market 
value was above the balance-sheet 
value ? Could you in fact be harmed 
thereby °—Mr Thornton: There is a 
difficulty here, which is that some of the 
banks are not satisfied that market value 
for thousands of millions of investments 
is necessarily a proper basis of valuation. 
When one talks of market prices of 
British Government stocks, one may be 
thinking in terms of £100 or £5,000. 
How can anyone really say that the 
market price that one reads in the Press 
every morning has any relation whatever 
to the disposal of £10 million or £20 
million of stocks ? You are seeking, Sir, 
with respect, to tie us to a basis of 
valuation which some of the banks have 
for good reasons departed from—good 
reasons to them. I think it would 
present us with this difficulty that having 
gone away from that and moved, as we 
believe, into a more realistic method of 
valuation which is at or under cost and 
below redemption value with such re- 
serves as each bank may think to be 
proper, you will understand the reluct- 
ance on our part to be brought back to 
market values. 

3102. .. . Sir Oliver Franks: May 
I add one point? I think the Com- 
mittee will be already aware that a bank 
would be quite apt, if it is dealing with 
investments, to sell £5 million or £10 
million at a time and this is where we 
are all dealing with the Government 
broker; we are not dealing with the 


market, the market cannot do it, and 
therefore the price is what he and we 
will make it. From this point of view, 
the market price of the day is not 
directly relevant. ... 

3103. Yes, I think I see that; my 
question was really directed to seeing 
how harmful it would be to a bank if it 
had to make that disclosure, thinking in 
terms of whether we could reduce these 
exemptions to the ones which really 
were essential. How essential that par- 
ticular one is, is a matter which perhaps 
you would think over and deal with in 
your memorandum.—We should cer- 
tainly be very glad to. [The banks later 
reaffirmed their objection to disclosure for 
this reason, and also on the grounds that 
a disclosed paper profit “‘ might be fugitive 
and indeed unrealizable’’, and ‘‘ could 
lead to conjecture as to the extent of 
investment reserves ”’.| 


Profit Formula 


3104. The next point emerges from 
your remark that you would never in 
fact show an upward trend of profits if 
the hidden figure was downwards. The 
present position is that it is a convention 
or policy which you very properly adopt. 
But we have nothing in the requirements 
of the Eighth Schedule to make that 
essential. ... I wonder if you would 
look at that one ?>—May I be clear what 
the point is ? Is it, would the banks be 
prepared to undertake that when their 
profits in year 2 were less than their 
profits in year 1—their real profits in 
each case—that they would not try to 
show in their published profits of year 2 
a larger figure than in year 1 merely by 
drawing on hidden reserves ? 

3105. Yes, I do not think I would 
put it quite that way. I think it really, 
in practice, comes down to a definition 
of the purposes for which you might use 
your hidden reserves. If one accepts 
the proposition that you need large 
hidden reserves for the purposes which 
you have mentioned this afternoon, then 
it might be possible to define those pur- 
poses in such a way that the banks 
would be required to follow their present 
practice in regard to annual profits. Do 
you see what I mean ?—Yes, I do see. 
But I do not want to find myself admit- 
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ting by accident that we would willingly 
forgo the right to draw on our hidden 
reserves if necessary in relation to the 
published profit figure of a year. That 
seems to me a different question from 
whether, drawing on them, we will ever 
move against the trend. I sharply dis- 
tinguish it. I do not know at all what 
the experience of the banks was nearly 
30 years ago, but I should not be in the 
least surprised to find that the profits 
published were not wholly earned in 
some of the years 1931, 1932, 1933, and 
that therefore in fact the hidden reserves 
were drawn upon. But at the same time, 
I think that that is irrelevant to the 
question of whether the trend is faith- 
fully shown or not. 


3106. I am very grateful to you for 
pointing out there are two points and 
not one. I think the point is also relevant 
in this way. I think at some point in 
your memorandum you say that the 
depositors cannot be harmed by your 
exemptions because you always under- 
state rather than overstate. Of course, 
if in a year you were to use your 
secret reserves so as to cover up an 
actual banking loss, as apart from 
bad debts and loss on investments, 
and if you were to do that for more 
than one year, you would be showing 
a position which was rosier than it 
was in fact. I think it is unthinkable 
anyone would do that, but I think under 
the present provisions . . . that might be 
possible. It is that point I was after.— 
We would certainly be glad to include 
that in the memorandum. 

[The banks later stated that they re- 
garded the right to make undisclosed 
transfers from inner reserves as just as 
essential as the right to make undisclosed 
transfers to those reserves; but they agreed 
that if ever a draft were made on inner 
reserves in order to increase the disclosed 
profit “‘ or even to turn an actual banking 
loss into a banking profit’’, the formula 
now adopted for the disclosure of net 
profit would have to be changed.| 


Allocations to Reserves 

3107. ‘This afternoon you have been 
giving us extremely strong reasons, if I 
may say so, as to why it is necessary for 





a bank to have large secret reserves, and 
to be free to use those reserves without 
disclosure to meet exceptional losses 
such as you have described, on bad debts 
and on investments. I did not gather 
from what you were saying any- 
thing like as strong arguments, or 
indeed any case as to why you 
should not disclose the amounts 
which you put into those reserves, 
which would depend admittedly on the 
amount of profit that you make; pre- 
sumably in a good year you put more in 
and in a bad year less. ‘That is some- 
thing which could be explained and I 
am not quite sure you have this after- 
noon said very much on that subject.— 
I think that I should have to relate 
your:second point to what I said 
earlier about the size of the hole in 
the reserves which particular mis- 
fortunes can bring, because there 
are people who would from year to 
year add up what was transferred to 
hidden reserves and thereby try to 
arrive at a figure of what in fact the 
hidden reserves consisted of and so 
forth. I think then they would do sums 
on what the depreciation on investments 
might have been and so forth and you 
would find you were back again in the 
central position. I do not think this one 
cuts loose from it. 


3108. Except that one wonders how 
much that would matter. It would be at 
a much later date that they would do 
that sum. Still, I see your point. The 
two in some measure go together. My 
final question is whether you have 
in mind anything by way of limiting 
the amount of these reserves. What 
happens when you get up to the 
limit ? You have, I think, and perhaps 
other banks have, from time to time 
pulled out from secret reserves certain 
amounts and put them into published 
reserves. I do not quite know what 
influences that. Does the moment come 
when you say, “‘ We have more than we 
need ’’, or how does that arise ?—I think 
the answer to that question is that we 
should very much like to be in the 
position in which we had to answer it. 
The story very briefly is this. As you 
will know, deposits of the banks are 
roughly three times up from before the 
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war, perhaps a bit more, because of 
what has happened to the currency. At 
the end of the war published capital, 
published reserves and hidden reserves 
were related to the pre-war quantum of 
deposits and the whole history of the 
last 15 years has been an effort to get 
the shareholders’ money in the business 
into a proper trading relationship to the 
deposits. Therefore, the question of 
whether or not there was enough 
and what you do if you have too 
much unfortunately never arises. I 
think the reason why from time to time 
transfers have been made from hidden 
reserves to published reserves . . . has 
been simply that as the situation has 
gradually improved, we have been very 
anxious when and as we could to make 
our published capital and published re- 
serves stand in an improved relation to 
our deposits. 

3109. Sir George Erskine: I should 
like to ask a question in relation to the 


exemptions to the banks. I think we all 
accept the position, as our Chairman 
says, that confidence in the banking 
system is a great national asset and we 
all accept the position that the great 
banks do an essential public service. 
Can you say why, on the question of 
confidence, the Clearing Banks 
should be responsible to no one but 
themselves ? Certain other industries, 
for instance the insurance industry, are 
required to make returns to the Board 
of Trade. I think it would be helpful 
to this Committee ... if you would 
tell us whether you in fact do dis- 
close these secret provisions you 
make to anyone at all.—The answer 
is that we do not disclose them to 
anyone who might be said to be in 
control of us. We do disclose them 
wholly to two sets of persons. ‘Those 
two sets of persons are our auditors in 
the first place, and the Inland Revenue 
in the second place. ... 


THE CLEARING BANKS’ MEMORANDUM 


Extended extracts from the “‘ exemptions ”’ 


section of the Memorandum submitted by 


the Clearing Banks to the Committee on June 2, 1960. 


Powerful arguments in support of the 
exemption extended to banks were mar- 
shalled by the representatives of the 
Committee of London Clearing Bankers 
in their Oral Evidence to the Cohen 
Committee. These arguments were ac- 
cepted without reservation by the Cohen 
Committee. ... 

The steps in those arguments may be 
summarized as follows: 

(1) In the case of banks, the interests 
of the depositors outweigh those 
of shareholders. 

(2) Unquestioning confidence in the 
stability of the banking system is a 
national asset of the first im- 
portance. 

(3) While it is important enough that 
the banks should enjoy this un- 
questioning confidence at home, it 
is even more important that they 
should do so in the eyes of the 
outside world; and some overseas 
countries which are not so happily 
placed watch the evidence of 


stability very closely and react very 
quickly to any unusual symptoms. 

(4) But the earnings of the banks are 
subject to wide fluctuations from 
year to year since the results may 
be much affected by changes in 
the value of their investment hold- 
ings and by their experience in 
respect of bad debts. 

(5) In consequence, reserves, which 
in any other business would be 
considered large in relation to the 
capital employed and to the normal 
trading profit have to be built up 
in good times, in the knowledge 
that equally large drafts on those 
reserves may be required in other 
years. 

(6) Full disclosure in the accounts 
might embarrass the banks in their 
policy of making large provisions 
in good years, while the spectacle 
of heavy drafts on those reserves 
at other times might undermine 
that unquestioning confidence in 
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‘Liquid Assets’ may be a mixed blessing but we 
believe that it’s better these days to hold a few more 
than the recommended minimum. They form that 
little extra safeguard for our investors. May we send 
you a copy of our latest balance sheet ? It makes 
interesting reading. 


LEICESTER PERMANE NT 


— the most progressive 
of the larger Building Societies 
ASSETS exceed £68,500,000 RESERVES exceed £3,380,000 


DEPOSITS IN THE SOCIETY ARE TRUSTEE INVESTMENTS 
MEMBER OF THE BUILDING SOCIETIES ASSOCIATION 


Head Office: WELFORD PLACE, LEICESTER 
London Office: FITZHERBERT HOUSE, 49 PARK LANE, W.1 


352 














Nad SERS GRIALL 4 " 


. 


iso _ —_ -- = 














oF Nik IREBAE 








the stability of the banks which is 
acknowledged to be a national asset 
of the first importance. 

To-day, sixteen years later, it may be 
definitely asserted that subsequent events 
have done nothing to weaken this case, 
indeed the contrary would be true. The 
Report of the Cohen Committee in 1945 
instanced the history of the years after 
1929 as evidence of the strains to which 
the banks were exposed. At the time of 
that Report, Bank rate was 2 per cent, 
at which level it had remained unchanged 
(save for a few weeks at the outbreak of 
war) since 1932. Yields on gilt-edged 
securities had remained low and, as the 
Clearing Banks’ holdings of these se- 
curities had just about doubled during 
the war, if there had been a fall of 12 per 
cent in their value the depreciation would 
have been equivalent to the whole of 
the banks’ published capital and reserves. 

From 1948 the trend of gilt-edged 
prices was downwards and during the 
fifties violent fluctuations were seen in 
interest rates and security values. In 
some years, therefore, certain banks de- 
cided to show their investments at a 
balance-sheet value in excess of current 
market prices, indicating that investment 
reserves (i.e. that portion of their inner 
reserves which had been applied to the 
writing-down of investments) had been 
more than exhausted. In June, 1956, 
the deficit between book values and 
market prices of four of these banks was 
£63.7 millions, equivalent to 4.4 per 
cent of the book value of their invest- 
ments and to 48.3 per cent of their 
published capital and reserves. 

Fortunately the appearance of notes 
in balance sheets had no disturbing effect 
here\ although they did not pass un- 
noticed abroad. If, however, the full 
extent of the attrition in the banks’ 
reserves had had to be made known it is 
conceivable that the disclosure could 
have had a very different effect at home 
and an even more serious one abroad. 

It is the view of the Clearing Banks 
that a greater degree of disclosure can 
do nothing to foster confidence and 
would be much more likely to damage 
+o 

The large increase in advances which 
has taken place must involve the carrying 
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of greater risks which as yet cannot 
possibly be measured, but for which the 
banks must be fully prepared. From 
the nature of their business the banks 
would find it difficult to explain why at 
any particular time they thought it 
necessary to place large sums to their 
Contingencies Accounts. Equally they 
cannot discuss in public the affairs of 
their customers or even of a particular 
country. A large withdrawal by any one 
bank from its Contingency Account 
would be likely to give rise to much 
uninformed comment. ‘The inevitable 
effects of inflation as well as the growing 
trend in industry towards the formation 
of larger units has resulted in calls upon 
the banks for advances (often in one 
hand) on a very much larger scale than 
ever before. .. . 

In the view of the Clearing Banks it 
would be disastrous if some temporary 
change in the structure of interest rates, 
or a trade recession, or indeed any other 
circumstances beyond the control of the 
banks, were ever seen to have seriously 
depleted or absorbed their contingency 
accounts for however short a time. This 
applies to the banks collectively and 
individually. Different considerations 
apply to different banks. The individual 
interests and indeed the nature and 
make-up of the banks’ businesses vary 
widely. It would be a grave matter if 
even one of the large banks were to 
forfeit, for however short a time, the 
confidence of its depositors; this could 
only be detrimental to the public interest. 

It is also necessary to draw attention 
to the foreign business of the banks. 
In 1943 the volume of foreign business 
handled by the banks in London was 
probably smaller than at any time during 
the last 30 years. Since then there has 
been a great increase in international 
transactions and London has benefited 
accordingly, sterling having been re- 
established as the world’s leading inter- 
national currency. There is therefore 
now much more at stake should foreign 
confidence in the British banks be im- 
paired. In the event of confidence being 
undermined the financing of world trade 
might pass in part to other foreign 
banking institutions. ... 

All we have said on this question 
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supports the views expressed by the 
representative of the Clearing Banks in 
1944 in reply to Q 4626 of the Cohen 
Committee, when it was pointed out: 

** Bank accounts must be dominated 
by trends. They are affected by 
cyclical economic influences, by in- 
terest rate movements, and by political 
fears and actualities both at home and 
abroad. ... 

** It would, in my view, be inimical 
to the public interest that the changes 
(brought about by these trends and 
influences) should have their ephe- 
meral effects upon the contingency 
accounts exposed to the public view— 
upwards and downwards, in different 
degree and in different years in dif- 
ferent banks... . 

**T suggest none can be damnified 
by the present system unless bankers, 
in their balance sheets paint too 
roseate a view. Auditors do not per- 
mit them to do that. The State gets 
its taxes—it must do. Creditors get 
security. Shareholders and members 
are not prejudiced in the long run 
and they have continuity of earn- 
ings. ‘The employees are adequately 
SRE ie 
The Clearing Banks attach equal im- 

portance to their being free to show in 
their Profit and Loss Accounts the 
result of a year’s operations after making 
undisclosed transfers to or from inner 
reserves. 

The principal exemptions at present 
afforded to the banks in the preparation 
of their Profit and Loss Accounts are in 
respect of the charge for and method of 
depreciation, transfers to or from reserve 


and the amount of tax paid. It is fair 
to say that these exemptions stand or 
fall together. ... 

Under conditions of full disclosure 
transfers to contingency accounts would 
have to be explained; this would be 
impracticable without disclosing existing 
reserves and why it is considered such 
reserves are inadequate. Similarly trans- 
fers from contingency accounts without 
explanation would give rise to undesir- 
able and speculative conjecture. 

A bank which is compelled to publish 
its earnings could be placed in the situa- 
tion of being unable to give any sensible 
explanation to its depositors and stock- 
holders of the appropriations it was 
proposing to make... . 

Whatever the arguments may be for 
shareholders being fully informed about 
the internal affairs of trading companies, 
there are stronger arguments, on the 
ground of public interest, why other 
considerations should prevail, in the case 
of banks. Admittedly, incomplete dis- 
closure requires shareholders, depositors 
and the public at large to have implicit 
trust in those at the head of great bank- 
ing institutions, but this is well recog- 
nized to be the case by all concerned; 
were the position otherwise the banks 
could never have grown to their present 
stature, nor hope to maintain it. To 
demonstrate that the public interest is 
well served by the present arrangements 
—a position which depositors and share- 
holders have for long accepted—the 
banks have only to point to their record 
of soundness extending over many 
decades, a record which is certainly not 
surpassed in any other country. 
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service. 

Enquiries are welcomed by our London Office 
and by the Trade and Information Section of 
the Overseas Department at Head Office. 
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Diversification in Wales 
By E. VICTOR MORGAN 


HE fortune of the Welsh economy during the past year has been 

very similar to that of the rest of Britain. ‘The credit restrictions 

led to short-time working and some dismissals in industries making 

durable consumer goods and motor components, and a few small 
factories closed down. Economic activity as a whole, however, remained 
very high. Unemployment has fallen—the monthly average dropped from 
over 36,000 in 1959 to under 26,000 in 1960, and even at the seasonal peak 
in February last it was under 28,000. Most of this unemployment is either 
highly localized or concentrated on the unskilled and semi-fit. There is very 
little unemployment among skilled craftsmen, and in some areas there is 
an acute shortage, especially in the building trades. An encouraging 
feature has been that none of the major investment projects planned for 
Wales has been abandoned as a result of the credit squeeze, and several 
important new projects have recently been announced. 

Among basic industries, coal experienced a welcome revival of demand, 
and, with production restricted by shortage of labour, there was a slight 
reduction in stocks. ‘The stock position is very uneven and represents 
a maladjustment in the balance of supply and demand for different types 
and grades of coal. Modern mining methods tend to produce a relatively 
large amount of very small coal, which is too fine for household or ordinary 
industrial use and can be burned only with special equipment. It is this 
small coal that has been piling up at the pithead while larger sizes, especially 
in high quality house coal, have been scarce. ‘This combination of gluts 
and scarcities suggests that relative prices are out of line, but the Coal Board 
does not believe that a reduction in the price of small coals would help. 
It believes that, since small coal cannot generally be substituted for larger 
without a drastic change in equipment, the demand for it is highly inelastic 
and a reduction in price would, at best, merely transfer stocks from pithead 
to consumers’ yards with a financial loss to the Board. In the short run 
there can be very little doubt that this is true; it is doubtful, however, 
whether the Board’s view gives enough weight to the long-run influence 
of a lower price in encouraging the installation of new equipment and 
stimulating research and experiment in the use of small coal. So long as 
present use patterns continue, it will remain difficult to meet the full 
demand for large grades without creating a glut of the smaller ones. The 
Board is, of course, much concerned with this technical problem. One 
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of its contributions has been the setting up of a new pilot plant at Craigola, 
Swansea, that will bind small anthracite into briquettes with pitch and 
subject them to heat treatment to produce high quality smokeless fuel. 

Recruitment of labour for the mines again failed to keep pace with 
wastage and, in spite of some improvement at the end of 1960, employment 
in South Wales at the end of the year (80,193) was over 8,000 fewer than 
at the end of 1959. ‘To some extent this fall in manpower is being offset 
by increased efficiency as new and reorganized pits come into operation. 
Two major developments of this kind during 1960 were the beginning of 
production at Brynllw and Cynheidre, and production at the other big 
new anthracite pit at Abernant is due to begin this year. 

The Welsh iron and steel industry is, of course, heavily concentrated on 
continuous mill sheet and tinplate, producing the whole United Kingdom 
output of the former and virtually the whole of the latter. Demand for 
sheet has kept up well in spite of the recession in the motor industry, but 
a fall in the demand for tinplate at the end of 1960 led to short-time working 
in the Steel Company of Wales plants at Trostre and Velindre and to the 
closure of one of the few remaining old works. However, the decline in 
demand was largely seasonal and consumption has now risen to a level 
higher than in the early months of 1960. 

By far the largest new investment in the industry is at the great Spencer 
Works of Richard Thomas and Baldwins at Llanwern, near Newport. 
Construction has progressed rapidly during the past year, and production 
should begin late this year or very early in 1962. The present project will 
provide for a steel output of over 3 million tons a year (about the same as 
Margam) but the site would be capable of further development to an 
ultimate capacity of around 10 million tons. Extensions and improvements 
on a smaller scale have been made at the Guest, Keen Iron and Steel Works, 
at the Port Talbot plant of the Steel Company of Wales, and at Richard 
Thomas and Baldwins’ Ebbw Vale works. In North Wales, at Shotton, 
Stewarts and Lloyds have nearly completed a plant for electrically welding 
tubes from strip provided by the neighbouring John Summers mill. 


Oil Projects Completed 


Two major oil projects in Milford Haven were both completed during 
1960. ‘The Esso terminal and refinery, built at a cost of £18 millions, is 
designed to handle about 44 million tons of Middle East crude oil a year 
and has quays capable of berthing tankers up to 100,000 deadweight tons. 
So automatic has the oil industry now become that all this is being done 
with a permanent labour force of only about 330. On the opposite side 
of the haven is the new BP terminal at Popton Point, which also has facilities 
for berthing modern ‘“ super-tankers”’ and from which oil is pumped 
through 60 miles of pipeline to the refinery at Llandarcy. About 70 per 
cent of crude oil for Llandarcy comes in by this route and the rest still 
arrives in smaller tankers in Swansea. 

It is still too soon to see the full impact of these developments either on 
the haven or on the port of Swansea. The permanent jobs provided by the 
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refinery and the terminals are, of course, much fewer than the number 
employed on construction, so that there has been a quite sharp rise in 
unemployment. Already, however, there has been an expansion of the 
service industries and it is hoped to attract further manufacturing industry 
as well. ‘The Board of Trade is erecting an “‘ advance factory’ of 25,000 
square feet at Pembroke Dock; Milford Haven Industrial Developments 
Ltd (a company formed jointly by a London property company and the 
Milford Haven Urban Council) has an 80-acre estate on which it is pro- 
viding factory sites with services laid on; and a Midland firm is reported 
to be planning a similar development near the Esso refinery. The port 
of Swansea has lost (presumably for ever) a large part of its inbound tanker 
trade, but the smaller crude-carrying tankers will continue to use the port, 
and the outward trade in refined products is likely to increase. There has 
also been an increase in other cargoes, so that the total number of ships 
handled has been, and seems likely to be, well maintained. 


Motor Works on the Way 


Among other industrial developments in South Wales the one with 
the largest employment potential is the Prestcold factory near Swansea. 
Unfortunately, however, this was completed just at the time when the 
demand for domestic refrigerators was checked by credit restriction and 
the cold, wet summer. The check to demand slowed down planned 
recruitment and led to some dismissals, but the setback should be only 
temporary. Other new developments which are complete or nearing com- 
pletion include a substantial factory for Crawley Industrial Products Ltd at 
Llanelly, a leather works in the same town, a corrugated board factory at 
Monmouth, and plants for the manufacture of various motor car com- 
ponents at Llanishen, Maesteg and Llandaff. Big new developments 
include the British Motor Corporation plant at Llanelly, the Rover factory 
at Cardiff and a large petro-chemical plant adjacent to the BP refinery at 
Llandarcy. 

In North-East Wales there was a further decline in employment in the 
slate industry and, in spite of large-scale constructional work on the 
Trawsfynydd atomic power station and the Ffestiniog hydro-electric scheme, 
heavy unemployment persisted in Anglesey and parts of Caernarvon. Here 
the development of new industries is complicated by poor communications 
and sparsity of population; even a high percentage rate of unemployment 
means a comparatively small absolute number. Industries attracted to the 
area must, therefore, be those for which transport costs are not of prime 
importance, and which are capable of operating economically on a small 
scale. In spite of these difficulties some useful progress has lately 
been made; the successful AEI Hotpoint washing machine factory near 
Llandudno has been extended, and small new clothing firms have opened 
at Amlwch and Llanfairfechan. Ferrodo brake linings are to be manu- 
factured at Caernarvon and a factory is being built for a firm of engravers 
in Llangefni. A development that may be of great importance in the 
more distant future is the selection of a site at Wylfa in Anglesey for Wales’ 
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second atomic power station, which the Electricity Generating Board hopes 
to bring into commission by 1967. 

The high level of industrial activity combined with rising living standards 
led to a big increase in the consumption of both gas (up by more than 
8 per cent over 1959) and electricity (up by 11 per cent). Large new 
generating sets have been commissioned at the Aberthaw and Uskmouth B 
power stations and further generating capacity will come into use at both 
during this year and next. In North Wales the first of four 75-megawatt 
stations in the Ffestiniog pumped-storage hydro-electric project will come 
into operation in August with the other three following early next year. 
A smaller hydro-electric scheme at Rheidol (49 megawatts) is due for com- 
pletion next year and the nuclear station at Trawsfynydd should be finished 
in 1964. Considerable improvements in transmission have also been made 
by the extension of the 275,000-volt ‘‘ super-grid ”’ and the building of new 
sub-stations. ‘The Gas Board has also extended its grid to enable it to make 
still further use of gas from coke ovens, coal mines and oil refineries. Last 
year no less than 81 per cent of the Board’s sales came from coke ovens, 
and only 12 per cent was produced in conventional gasworks. 

It is also gratifying to record a speeding up of the long overdue improve- 
ment of communications, especially by road. The two major arteries of 
Welsh road traffic will be from West Wales via Swansea, Port ‘Talbot, 
Cardiff, Newport and over the Severn Bridge for London and the south; 
and via Swansea, Hirwaun, the “ heads of the valleys” to Abergavenny 
and Ross for the Midlands and northern England. The “spur” from 
Ross to Tewkesbury was opened last year and is already being extended 
northwards towards Birmingham. It is of limited usefulness to Wales, 
however, so long as the “ heads of the valleys ’’ road remains so bad. The 
planned improvement here includes the widening and realignment of the 
notorious Black Rock gradient between Abergavenny and Brynmawr, the 
laying of a road on the bed of the disused rail track from Beaufort to Dowlais 
and the construction of a by-pass to the north of Merthyr. Work on the 
first of these stages started at the beginning of this year and is making very 
good progress. Work has also started at last on the Severn Bridge; this 
will be a tremendous suspension bridge with a central span of over 3,200 
feet and two supporting spans of 1,000 feet each. It is unofficially estimated 
that it should now be open to traffic in 1965 or 1966. Again, however, the 
full benefit of the bridge will only accrue if the roads to and from it have 
been brought up to a reasonable standard. The major obstacles here are 
the bottle-necks at Newport and Port Talbot. Work has now started on 
the road from the Neath River Bridge to Port Talbot, and will be extended 
to by-pass that town. The Newport Council has promoted a bill to enable 
it to build a second bridge over the Usk, and it is possible that a start may 
be made this year or early next. The more radical remedy, a by-pass to 
the north of the town, is still only in the planning stage. 

These are only a few of the most notable developments in the Welsh 
economy during the past year, but they are enough to show the vigorous 
growth that is going on and to emphasize the changes that have taken place 
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during the past fifteen years. Though coal and steel are still the major 
industries, they have lost some of their former dominance, and have been 
supplemented by a great variety of new manufactures. Neither coal nor 
steel are the depressed industries that they once were, and coal, in particular, 
is acutely short of labour. Both through steel and through the new 
industries Wales is coming to share more and more in the general fortunes 
of the British economy and especially of the consumer durable industries. 
These industries take a large part of the Welsh steel output, and heavy 
steel products, which are used mainly in investment goods industries, are 
relatively unimportant in Wales. Refrigerators, washing-machines, radio 
and television sets are all produced on a substantial scale in the Principality 
and, though there are no motor car assembly plants, there are a number 
of firms making components and accessories for the motor industry. This 
trend will be pushed still further when the BMC and Rover factories are 
established. 


Removing the Hard Core 


The existence of large areas of economic stagnation and high unemploy- 
ment justifying the labels of “‘ depressed ”’, “‘ special’ or even “ develop- 
ment ”’ is clearly a thing of the past. In most of the main industrial areas 
there is very little unemployment. The fact that the figure for the Princi- 
pality as a whole is still above the national average is due partly to a small 
residue of untrained and semi-fit labour from the bad old days, but mainly 
to the existence of small and highly localized “‘ pockets ’’ of unemployment. 
The same could be said of the former development areas in other parts of 
Britain, and this was recognized in the Local Employment Act of 1960, 
which replaced the former development areas with “ development dis- 
tricts ’’, much smaller in size and over which the Board of 'Trade has much 
more flexible powers of definition. Five districts have been created in 
Wales—an area to the north and west of Swansea, including Llanelly, 
Pontardulais, Ammanford and Pontardawe; South Pembrokeshire; part of 
east South Wales, including Merthyr and parts of the Rhondda Valley; 
an area around Rhyl; and Anglesey and south-west Caernarvon. Within 
these areas the Board of Trade enjoys the same sort of powers, though in 
some respects rather wider, as it formerly exercised in the Development 
Area. ‘The success of the Board’s efforts has varied from district to district. 
In some, such as Blaenau Ffestiniog, no real progress has yet been made, 
but in Llanelly and Rhyl new developments have already reached the point 
where the Board has announced that no further applications for assistance 
will be received. ‘There is no doubt that any further reduction in unem- 
ployment must come mainly from attacks on localized “ pockets’, either 
by attracting new industry or by encouraging local migration. So far, 
official policy has been directed entirely to the former objective and 
generaHy with a good deal of success. ‘There are a few areas, however, 
where the remoteness and the small size of the community make it difficult 
for industry to operate economically, and here the ultimate solution may 
have to be migration. 
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AMERICAN REVIEW 





IGNS of business recovery be- 

came rather more distinct in April 

and there was a much wider 
acceptance of the view that the first 
quarter will mark the low point for 
industrial output in 1961. The Federal 
Reserve Board’s industrial production 
index for March (based on 1957) was 
formally unchanged at 102, as in 
January and February; but this figure 
conceals the first fractional gain—from 
101.9 in February to 102.3—for nine 
months. It was accompanied by more 
encouraging reports of steel output and 
motor car sales, coupled with a more 
general pick-up in demand for durable 
goods. Private housing starts in March 
rose for the third successive month to 
a seasonally-adjusted annual level of 
1,253,000. Business expenditures on 
new plant and equipment are still lag- 
ging, with the latest survey by the 
Department of Commerce forecasting 
an overall level for this year of $34,500 
millions, against $35,700 millions in 
1960. However, the survey also sug- 
gested that the falling trend will be 
reversed by mid-year. Industry still 
hopes for special tax reliefs to bolster 
demand later in the year. Despite 
these still relatively slender signals, 
Wall Street continued to discount a 
substantial measure of recovery—at 
least by former standards of yields and 
prices: the Dow Jones industrial aver- 
age broke well through its January, 
1960, peak to nearly 700 on a trading 
volume that had not been approached 
for three years. 

Unemployment remains the major 
worry for President Kennedy on the 
home front. There was some improve- 
ment in March, but the reduction of 
200,000 was smaller than anticipated 
and the total of 5.6 millions established 


a post-war peak for the month. The 
sunnier side was a more than seasonal 
improvement in the employment total 
—by 865,000 to 65.6 millions. The 
seasonally-adjusted rate for unemploy- 
ment rose slightly from 6.8 per cent 
to 6.9 per cent. 


Two Views 


The prospect of high unemployment 
prevailing throughout this year, despite 
any probable uptrend in production, 
has clearly brought fresh pressure on 
the President from within his own 
circle of advisers. Mr J. Goldberg, the 
Secretary of Labour, has been calling 
loudly for government action “to 
create 7 million more jobs’ while, in 
decidedly more muted tones, the chair- 
man of the Council of Economic 
Advisers, Mr Walter Heller, has im- 
plied some frustration with his remark 
that European observers are question- 
ing “more and more” whether the 
prospective US budget deficit is too 


modest to provide the necessary 
stimulus to business. He also said 
that the ‘full use’”’ of fiscal and 


monetary policies was at present in- 
hibited by “ international, political and 
other restraints’. Mr Martin, express- 
ing the more orthodox view of the 
Federal Reserve Board, called for price 
reductions by industry to stimulate 
domestic demand and preserve stability 
in the balance of payments. 

Mr Martin is no doubt extremely 
conscious of the monetary dilemma 
posed by the present situation. The 
‘“‘free’”’ reserves of the commercial 
banks have been maintained around 
the $500 millions level, with business 
loans rising but, despite its avowed 
intention of “nudging” long-term 
rates lower the Fed has been reluctant 
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to support long-dated Treasuries. In 
recent evidence to Congress, Mr Heller 
seems to have appealed for a more 
aggressive open-market policy in long 
Treasuries, while Mr Martin observed 
that long yields are now appreciably 
below the high points of the past year 
and are steady despite “‘ developments 
that might be expected to push them 
higher ”’ 

The Administration is now freely 
acknowledging the return of deficit 
finance. This year’s budget deficit (to 
end-June) is now scheduled at $2,200 
millions and the 1961-62 deficit at 
$2,800 millions, with the cash deficit 


millions. It seems likely that these 
figures—which promise a substantially 
bigger increase in the public debt, 
especially over July-December of this 
year when revenues are seasonally low 
—will be exceeded by appreciable 
margins. Treasury cash needs brought 
higher regular bill offerings in April; 
the refinancing of $2,000 millions of 
one-year bills maturing in mid-month 
and a cash offer of $1,500 millions in 
172-day bills maturing in September, 
sold at an average yield of 2.47 per 
cent. Another major operation is due 
this month: the refinancing of $8,000 
millions of maturities, more than half 
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in 1961-62 assessed as high as $4,000 of which are privately held. 


American Economic Indicators 


1959 1960 1961 
1957 1958 1959 —— 
Dec 
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Production and Business: 
*Gross national product (billion $) .. 443 444 482 


*Industrial production (1957=100)_.. 100 93 105 109 103 102 102 
*Gross private investment (billion $) . 66.1 56.0 720 — — i a 
*New plant and equipment — $).. 37.00 305 325 — —- — 34.4 
*Construction (billion $) ea 47.8 48.9 56.1 55.4 56.1 548 54.4 
Housing starts (000 units) ee a na. n.a. 1,553 96.3 72.5 72.0 — 
*Manufacturers’ sales (billion $) “a 28.4 26.2 29.7 30.8 29.1 286 — 
*Manufacturers’ stocks (billion $) aa 53.5 49.2 52.4 524 536 535 — 
*Merchandise exports (million $) .. 1,625 1,362 1,362 1,487 1,621 1,649 — 
*Merchandise imports (million $) .. ee 070 1,268 1,343 1,100 1,119 — 
Employment and Wages: 
*Non-farm employment (million) ‘a a tee. wee wees hee SS 
*Unemployment (000s) .. .. 2,900 4,700 3,800 3,800 4,800 4,700 4,900 
*Unemployment as % labour force .. 4.3 6.8 5.5 ne. ae G6 SS 
Hourly earnings (mfg) ($) - in y! aa: >: ae eee See ee 
Weekly earnings (mfg) ($) és .. 82.39 83.50 89.47 92.16 89.55 90.02 90.02 
Prices: 
Moody commodity (1931 =100) {ne 2 se. ik ee en 
Farm products (1947-49 = 100) - 90.9 94.9 89.1 85.9 88.7 89.7 90.3 
Industrial (1947-49 = 100) .. 125.6 126.0 128.3 128.6 127.9 128.0 128.0 
Consumers’ index ie 100) »» 120.2 123.5 124.6 125.5 127.5 1274 — 
Credit and Finance 
Commercial bank Deni (billion $) .. 93.9 98.0 110.8 112.0 118.2 114.1 116.5 


Commercial bank investments (billion $) 76.2 86.6 79.4 79.4 82.1 83.1 82.9 
*Money supply (billion $) 135.5 140.9 141.5 141.5 140.4 140.6 141.3 


Consumer credit (billion $) j 43 44 222 2s 26 6S le 
Treasury bill rate(%) .. i re oat te Set 437 2a 228 2A 
US Govt Bonds rate (%) . 347 343 408 4.27 3.88 3.89 3.81 


Federal cash budget (+ or —) (mill $).. + 1,200 -7,300-8,000 — 
US Treasury gold stock (million $) .. 22,781 20, 534 19, 456 19,456 17, 767 17, 441 17, 373 


Notes.—Starred items are seasonally outstanding at the end of the period. 
adjusted. Latest figures are preliminary Moody’s commodity index shows high 
or estimated. Yearly figures are given for and low 1957-59, and end-month levels. 
gross national product, private investment Money supply is daily average of demand 
and new plant for 1957-59 and then quar- deposits plus currency outside the banks. 
terly figures at annual rates. Construction Budget figures are cash totals. Quarterly 
figures show monthly averages 1957-59, figures are throughout shown in the middle 
Manufacturers’ stocks, bank loans, con- month of the quarter. Treasury bill and 
sumer credit and gold stock show amounts bond rates are average for month or year. 
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For trade with the East consult 


THE 


CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 





The Bank, its subsidiaries and associates 
are the largest British banking group in the East, having over 
190 branches in twenty-six territories, as shown in the map above. 


THE CHARTERED BANK 
Head Office: 38 Bishopsgate, London, E.C.2. 
Manchester Office: 52 Mosley Street, Manchester, 2. 
Liverpool Office: 28 Derby House, Exchange Buildings, Liverpool, 2. 


THE EASTERN BANK LIMITED 
Head Office: 2 & 3 Crosby Square, London, E.C.3. 


SSOCIATED BANKS: ALLAHABAD BANK LTD. (INCORPORATED IN INDIA) 
THE IRANO BRITISH BANK (INCORPORATED IN IRAN) 
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INTERNATIONAL 


REVIEW 


ARGENTINA 


Bolsa Finance Company—The Bank 
of London and South America has set 
up a finance company in Buenos Aires 
to assist in the development of the 
country. One of its main functions will 
be to encourage and assist the flow of 
foreign capital into industrialization. 
Known as the Compania Financiera de 
Londres, the new concern will have an 
initial issued capital of 100 million Ar- 
gentine pesos; further capital will be 
provided as the business develops. Its 
board will include two prominent Ar- 
gentine businessmen—Snr Soldati and 
Snr Van Deurs. 


AUSTRALIA 


Reserves Drain Stemmed—Seasonal 
factors and Chinese purchases of wheat 
have brought about an improvement in 
the trade balance in the past month or 
two and thus helped to stem the drain 
on reserves. Concern for the future 
outlook persists, however; in its latest 
quarterly review the Australia and New 
Zealand Bank urges the authorities to 
recognize that an external payments 
crisis exists and introduce without delay 
suitable measures to curb imports. 


Oil Expansion—The oil refining in- 
dustry is embarking on a second major 
expansion phase aimed at raising refining 
capacity from 12 million to 17 million 
tons per annum and _ simultaneously 
diversifying it, thereby achieving virtual 
independence of imported refined pro- 
ducts. The cost of the programme is 
put at about £A100 millions over the 
next few years. 


No Compulsion for Institutions—The 
scheme announced last autumn to com- 
pell life assurance companies and super- 
annuation funds to invest 30 per cent 
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of their assets in Government securities 
has been modified to eliminate the com- 
pulsory provisions. Under the new 
arrangements, tax incentives are being 
introduced to provide the necessary 
inducement. 


AUSTRIA 


New Chancellor—Dr Alfons Gorbach, 
chairman of the People’s Party, has been 
appointed Federal Chancellor in suc- 
cession to Herr Raab who had headed 
the Government since 1953. 


Best Year Ever—Reports prepared by 
the Institute of Economic Affairs show 
that, whether measured in terms of 
production, investment or exports, 1960 
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was the best year ever for the Austrian 
economy and that the rapid growth of 
economic activity continued in _ the 
opening months of 1961. ‘The gross 
national product is stated to have in- 
creased by 84 per cent in real terms 
last year. A deterioration in the balance 
of payments and tensions in the wages- 
prices structure are, however, now said 
to be causing some concern. 


BELGIUM 


New Coalition Government — The 
General Election held towards the close 
of March left the main party in the last 
coalition government —the Christian 
Socialists—with fewer seats in both 
houses though still the strongest party 
in each. Subsequently King Baudouin 
asked M. Lefevre, the party’s president, 
to form a new coalition government to 
replace that of M. Eyskens. 


BOLIVIA 


$40m for Tin—The Government has 
completed arrangements for external 
borrowing of US $40 millions for financ- 
ing the development of the tin mining 
industry. ‘The money is being sub- 





scribed in equal parts by the American 
Government, the Inter-American De- 
velopment Bank and by Saltzgitter Ma- 
chinen Sktiengesellschaft of Germany. 


BRAZIL 


Austerity Warning—In his annual 
message to Congress delivered towards 
the end of March, President Quadros 
warned that a period of adjustment 
lasting for perhaps two years and prob- 
ably involving much austerity would be 
required in order to correct inflation 
and disequilibrium in the Brazilan eco- 
nomy. He pointed out that, although 
the country’s development had been at 
a high rate since the war, it was still 
below that achieved by European and 
Communist states and that it had not 
embraced agriculture and livestock. 

Early in April the President made a 
nation-wide appeal for support and 
understanding for his Government, 
apparently in an effort to stem the 
growth of discontent caused by the 
steep rise in the prices of important 
consumer goods that has followed the 
March exchange reforms. 


Stand-by Credits for Cruzeiro ?— 
Efforts to obtain foreign financial aid 

















Bankin g Executive 


¢ A POSITION as Assistant to Managing Director in a City bank is 
available for a man with experience of deposit banking business 
and of the London money market. He should in due course become 
a Managing Director. 

e EXPERIENCE at senior executive level in the City offices of a Joint 
Stock or Merchant bank is essential. Working knowledge of inter- 
national banking and foreign exchange would be an asset. 

¢ STARTING SALARY will certainly not be less than £4,000 per annum 
and will be negotiated freely upwards of that figure. Age however 
must be less than 50. 

e BRIEF details should be sent in confidence to us as the bank’s 
advisers on the understanding that nothing will be disclosed without 
permission. 


Letters should be addressed to M. J. Graham-Jones. 
JOHN TYZACK & PARTNERS LTD 


10 HALLAM STREET LONDON WI 
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for the country’s economic rehabili- 
tation programme were being pressed 
forward during April. While one mis- 
sion visited Washington for this purpose, 
another made a tour of European coun- 
tries. Arrangements were made for a 
meeting of European bankers to be held 
in Paris by the beginning of May to 
discuss proposals for a joint stand-by 
credit to underpin the cruzeiro. 


CANADA 


Export Finance Corporation—Plans 
for the formation of the Export Finance 
Corporation of Canada have been com- 
pleted. The new corporation, which is 
being jointly organized by the Govern- 
ment and the chartered banks, will 
provide financing for capital goods 
exports insured by the Export Credit 
Insurance Corporation on terms that 
should enable Canadian producers to 
meet competition from foreign suppliers. 


CENTRAL AFRICAN 
FEDERATION 


Diminished Reserves—Offcial figures 
show that the deterioration in the capital 
account of the balance of payments— 
concern over which led to the intro- 
duction, towards the end of February, of 
exchange control restrictions on transfers 
abroad—resulted in a drop of £16 mil- 
lions in reserves during 1960 followed 
by another of £3 millions in January. 
At the end of that month the net reserve 
was standing no higher than £29 mil- 
lions, the official foreign currency hold- 
ing of £41 millions being offset to the 
extent of {12 millions by the net deficit 
of the commercial banks on foreign 
exchange account. 

There was a favourable balance of 
£62 millions in visible trade in 1960. 
But this was more than outweighed by 
a £72 millions adverse balance in respect 
of the invisible items. And whereas in 
the ordinary way the resulting net cur- 
rent account deficit would have been 
covered by the capital inflow, last year 
there was net capital outflow of {£7 
millions. 


EUROPE 


New Investment Trust—Kleinwort 
Benson, the London merchant banking 
house, has formed a new investment 
trust to hold a diversified portfolio of 
European investments, principally in 
Common Market countries. It is called 


European Market Investment Trust. 
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It has an authorized capital of £6 millions 
in £1 ordinary shares, of which {4.4 
millions has been placed privately, 
mainly with institutions. Kleinwort 
Benson will act as managers and regis- 
trars but will be assisted by an advisory 
investment panel consisting of the 
Kredietbank of Brussels, R. Mees and 
Zoonen of Rotterdam and de Neuflize 
Schlumberger of Paris. It is pointed out 
that the yield on the new trust’s invest- 
ments will inevitably be low, but that 
it is intended to distribute earnings as 
dividends rather than plough them back. 


FRANCE 


Successful Manoeuvre—lIn a state- 
ment on the economic situation in the 
first half of April the Miéinister of 
Finance, M. Baumgartner, said that the 
Government had been manoeuvring on 
a razor edge for the past year but it had 
achieved, and even exceeded, the objec- 
tives of the intermediate two-year plan. 
Gold and convertible currency reserves 
increased by another US $163 millions 
during March, to reach just under 
$2,400 millions at the close of the month. 

The Minister added that, though the 
economic climate was thus “‘ not so bad ”’, 
the Government did not want to com- 
promise its achievements by allowing 
fresh inflationary pressures to be gener- 
ated. © While public service salaries 
would have to rise, they could not be 
allowed to advance too sharply. 


Protectionists Rebuffed—The Govern- 
ment sternly resisted pressure from pro- 
tected industries to defer the final stage 
of the removal of quota restrictions on 
industrial imports from European and 
dollar countries due to take place at the 
beginning of April. In the end, liberaliza- 
tion was postponed for four products 
only and then for periods not extending 
beyond the close of the year. 


Franc Area “ No Less Intimate ”— 
The latest annual report of the Monetary 
Committee of the franc area points out 
that the granting of political inde- 
pendence to many of the member coun- 
tries has made relations between them 
and France less uniform and _ rigid, 
though not less intimate. 


GREECE 


Common Market Agreement—The 
first step towards membership of the 
Common Market was taken at the end 
of March with the signing of an asso- 
ciation agreement with the existing 





} PRP ae.) 
g Be: 


a 

































WHAT _ Relax. Your Kiwi team-mate’s been pulling your leg, for it has | 

nothing to do with rugger at all. Actually, it’s a pass through the 

KIND OF Southern Alps of New Zealand named after Sir Arthur Dobson, 

who discovered it as a link between the east and west coasts in 1864. 

MOVE All this may sound very erudite, coming from a bank. But then, 

| is as a Bank operating in New Zealand since 1872, our knowledge 

of the country is comprehensive. From that knowledge we can 

THAT? provide a complete, well-informed and balanced picture of New 

Zealand today. And even give you a glimpse of tomorrow. Details 

of our country’s economy are—to us—routine knowledge. For 

these things are our business, our stock in trade. And with more 

than 160 branches and agencies throughout the North and 

South Islands, it is not surprising that we are able to keep in 

constant, daily touch with developments. If you want to know 
about New Zealand’s economy, ask us — 





Head Office: 


8 Moorgate, | 
London, E.C.2 ca 
(MONarch 8311) 
West End Branch: 
14 Charles II Street, 


London, S.W.1 
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member countries. ‘The agreement is 
based on a customs union with an initial 
transition period of twelve years but 
with special exceptions designed to 
protect new industries from competition 
from other Common Market countries 
over a 22-year period. Greek exporters 
will have the immediate benefit of the 
reduction in customs duties made by the 
Six among themselves. 


INDIA 


More Soviet Oil—The Miuinister of 
State for Oil and Mines has stated that 
there can be no question of foreign 
refineries being allowed to expand 
capacity since state-owned refineries 
were to be built. Furthermore, the 
Government intended to follow its 
policy of buying Soviet oil products 
more vigorously since this saved dollars 
and sterling. 


IRISH REPUBLIC 


Faster Growth—A survey of economic 
conditions prepared by OEEC shows 
that there was a growth of 4 per cent in 
real terms in 1960, twice the target rate 
put forward two years ago in the Govern- 
ment’s Programme for Economic Ex- 
pansion. It points out that part of the 
advance in industry during the year was 
a once-for-all increase attributable to 
the taking up of slack after a period of 
stagnation, but it also stresses that sub- 
stantial additions have been made to 
fixed capital in some sectors so that a 
basis for further growth has been laid. 
It is noted that the policy of encouraging 
industrial development through grants 
and tax reliefs has attracted a notable 
volume of foreign capital. 


ISRAEL 


Petro-chemicals Venture—A start is 
being made on the establishment of a 
petro-chemical industry. A joint venture 
by Israeli, American and Brazilian in- 
terests using materials supplied by Haifa 
Refineries has been launched. The 
estimated cost of establishing the com- 
plex of four plants involved has been 
put at about £5 millions sterling. But 
it is hoped that half the money required 
will be obtained from the official de- 
velopment budget. 


JAPAN 


$70m Oil Contract—The Japanese- 
owned Arabian Oil Company, which has 
drilled ten productive wells in its off- 
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shore concession in the Persian Gulf, 
has announced plans for building a 
large new terminal for handling the 
crude. A contract worth US $70 millions 
has been awarded to an American com- 
pany for the provision of production, 
handling and shipping facilities. 


KENYA 


Financial Hopes—Mr Bruce Mac- 
kenzie, the Minister of Agriculture, 
announced when he returned from a 
visit to the United States and Europe 
in the first half of April that, in addition 
to loans negotiated with the World Bank 
and the UK Colonial Development 
Corporation worth {£44 millions, he 
hoped to obtain two advances from 
other sources. One was the West Ger- 
man Government, which might assist 
the African Land Bank to press forward 
with its task of providing African farmers 
with capital for expansion. The other 
was an international consortium—the 
composition of which the Minister 
refused to reveal—which he hoped 
would provide the Government with 
up to £10 millions, without specifying 
what use was to be made of the money. 


KUWAIT 


Enter the Dinar—A new currency, the 
dinar, has been introduced to replace 
the special Indian rupee which has 
hitherto provided Kuwait with its prin- 
cipal medium of exchange. Its value 
has been fixed at parity with sterling. 


NETHERLANDS 


Overall Surplus Higher—There was 
a surplus of F11,308 millions in the 
current account balance of payments in 
1960—Fls 298 millions less than the 
surplus achieved in the preceding year. 
After allowing for capital transactions, 
however, the overall surplus was Fs 
1,003 millions, compared with Fls 616 
millions in 1959. The capital inflow 
arising from security transactions was 
much smaller than in the previous year, 
but there was an even sharper fall in 
direct investment abroad. 


NEW ZEALAND 


Import Licensing Tightened—With 
the balance of payments continuing to 
deteriorate at a disquieting rate, the 
Government announced in mid-April its 
decision to tighten import restrictions 
by abolishing the replacement licence 











scheme (the ‘“‘ R”’ scheme) introduced 
by the previous Government. Provisions 
for new importers under the replacement 
scheme were also cancelled, while the 
departments administering import con- 
trols were instructed to exercise con- 
siderable restraint for the time being in 
issuing licences for goods outside the 
“R” scheme (this is concerned with 
about 55 per cent of all private imports). 


New HP Controls—Side by side with 
the tightening of import restrictions, 
hire-purchase controls have been given 
a much more stringent character, par- 
ticularly those affecting motor vehicles. 


New Tariff Foreshadowed—Legisla- 
tion aimed at introducing a new tariff 
structure will be placed before Parlia- 
ment later this year. 


NIGERIA 
Joins Fund and Bank—Nigeria became 
a member of the World Bank and the 
IMF at the end of March. Its subscrip- 
tion to the Bank’s capital is $66.7 millions 
and its quota in the Fund $50 millions. 


PAKISTAN 


Aid Assurances—The Finance Minister 
announced on his return from a visit to 





the United States that assurances of aid 
obtained from the Kennedy Adminis- 
tration would permit an increase in esti- 
mated expenditure under the Second 
Five-Year Development Plan of Rs 3,000 
millions, to Rs 22,000 millions. 


PARAGUAY 


$3m for Small Borrowers—The Inter- 
American Development Bank has granted 
a loan of US $3 millions to the National 
Development Bank of Paraguay to help 
it provide loans to private borrowers 
needing small medium-term credits for 
agricultural and industrial development. 


PORTUGAL 


To Fund and Bank—Portugal became 
a member of the World Bank and the 
IMF at the end of March. Its sub- 
scription to the capital stock of the Bank 
is $80 millions and its quota in the 
Fund $60 millions. 


SAN SALVADOR 


Exchange Regulations Tightened— 
The civil and military directorate ruling 
the country has greatly tightened ex- 
change regulations. Among other things 
a new decree forbids banks to carry out 











(Income Tax Paid and including Bonus) 


BIG SECURITY 


FOR SMALL AND MEDIUM INVESTORS 


' The Planet Building Society offers you complete security. It 
has been established over 100 years, is a founder member of 
The Building Societies Association and was one of the first 


Societies to be granted TRUSTEE status for its deposits. 
PLANET funds are employed to encourage the ownership of 
sound home property. Assets total over 12 MILLION POUNDS 
and RESERVES exceed £500,000. 

Current investment in the Planet Building Society receives 
interest at the rate of 33% (34% plus 4% bonus) per annum, 
tax paid by the Society—equivalent to £6.2.5d. per cent on 
investments taxable at the standard rate. This is a very 
profitable yield for such a safe investment. 

Any sum from £1 to £5,000 can be invested in the PLANET. No 
charges are made for investment or withdrawal and with- 
drawal can be effected easily and promptly. 


Write, Telephone or call for full details 
THE PLANET BUILDING SOCIETY 


(Member of The Building Societies Association) 
Planet House, Finsbury Sq. E.C.2. 
Branches at : Chelmsford, Ilford, Maidstone, Romford, Worthing. 


Tel : MONarch 8985 




















operations in gold, foreign exchange or 
foreign securities without official per- 
mission and makes it obligatory for them 
to turn over to the central bank at the 
official rate of exchange all foreign cur- 
rencies derived from exports of coffee, 
cotton, sugar and shrimps. 


SAUDI ARABIA 
To Article VIII—The Saudi Arabian 


ryal has been made freely convertible 
within the terms of Article VIII of the 
International Monetary Fund. 


SOUTH AFRICA 


Bank Reserves Expanded—The Re- 
serve Bank at the end of March reduced 
from 10 to 6 per cent the minimum 
reserves that commercial banks must 
hold against demand liabilities, thereby 
releasing about R35 millions (£17.5 
millions) of funds to strengthen the 
banking system’s liquid assets. The 
additional liquidity has been made avail- 
able to enable the banks to combat 
seasonal and other stresses they are now 
experiencing without having to adopt 
more stringent lending policies. 


Net Capital Outflow: £97m—Oficial 
figures show that there was net outflow 
of private capital of R194 millions (£97 
millions) in 1960, of which only R32 
millions was offset by net official bor- 
rowing abroad. ‘Transfers by residents 
accounted for R28 millions of the net 
efflux of private funds. The biggest 
factor in the outflow of non-resident 
funds was net sales by foreigners of 
securities listed on the Johannesburg 
Stock Exchange. The capital account 
deficit is stated to have been about 
halved in the final quarter of 1960, 
following an inward movement of short- 
term funds attributable to changes in 
interest rate patterns. 


SWITZERLAND 


SwFrs 100m World Bank Issue—The 
World Bank issued, through a group of 
leading Swiss banks, SwFrs 100 millions 
(about $23 millions) of 4 per cent 
18-year bonds at par, at the end of 
March. ‘These bonds will mature on 
April 15, 1979: a sinking fund will begin 
operating on April 15, 1971, after which 
date the Bank may redeem all or part of 
the issue on any interest payment date 
on giving notice of a period ranging to 
three months. The issue will be quoted 
on the main Swiss stock exchanges. It 
is the tenth public issue of the World 
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Bank in Switzerland—besides four pri- 
vate placings there—bringing the aggre- 
gate World Bank bond and note issues 
outstanding in Swiss francs to about 


SwFrs 787 millions ($183 millions). 
TANGANYIKA 


Independence This Year—Constitu- 
tional talks held in Dar-es-Salaam in 
the last week of March ended in an 
agreement that will establish full inde- 
pendence for the territory at the close of 
December this year. The country will 
become internally self-governing this 
month with Mr Julius Nyerere as its 
first Prime Minister. 


TURKEY 


Encouraging the Tourist—The Gursel 
Government is launching a drive to 
build up the country’s earnings from 
foreign tourism, hitherto a much neg- 
lected potential source of invisible 
exports. 


UGANDA 


$8.4m from World Bank—The World 
Bank has made a loan to the protectorate 
of $8.4 millions for financing the de- 
velopment of electric power facilities. 
It is repayable over twenty years and 
bears interest at 5? per cent. 


UNITED ARAB REPUBLIC 


Oil Project—The Syrian region of the 
republic is setting up a new company 
with a capital equivalent to £6 millions 
sterling to develop the oil field at 
Karatchuk, on the borders of Iraq. 


Unfreezing—Egyptian proposals for 
unfreezing British-held sterling, pro- 
viding for immediate individual transfers 
of up to £1,000, have been referred to 
in a British official statement on talks 
with Egypt regarding the release of 
funds blocked at the time of Suez. 


VENEZUELA 


Exchange Regulations Overhauled— 
A new overhaul of exchange control 
arrangements was announced in the 
second half of March. Its net effect is 
to limit the application of the official rate 
of exchange to essential imports, stu- 
dents’ remittances, registered commer- 
cial debt arrears and movements of 
registered capital. All other operations 
will be made through the free market in 
which the banks will henceforth be 
allowed to operate. 











APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Liverpool, Trustee Dept: 
Mr E. E. Lever to be manager on retirement 
of Mr. H. A. J. Milbourn. London—Cannon 
St Station: Mr F. L. Chart, from Harrow 
Rd, to be manager on retirement of Mr 
G. J. Hockley; Chiswick: Mr W. A. Barrett, 
from High St, Brentford, to be manager 
on retirement of Mr H. Tymms; Harrow 
Rd: Mr G. M. Southcomb, from North 
Acton, to be manager; Lewisham: Mr F 
Marks, from South Croydon and Selsdon, 
to be manager on retirement of Mr S. E. 
Rumball; North Acton: Mr J. H. J. Boyle, 
from Earl’s Court, to be manager. 


British and French Bank—Mr J. A Ager 
to be Lagos area manager. 

British Linen Bank—Aberdeen: Mr S. M. 
Duff, from Glasgow, to be manager; Cen- 
tral: Mr W. C. Hutchison to be manager. 
Glasgow: Mr G. J. Wood, from Aberdeen, 
to be manager on retirement of Mr A. O. 
Hall. London, West End: Mr L. T. Mont- 
gomerie to be manager on retirement of 


Mr T. M. Munro. 


Clydesdale & North of Scotland Bank— 
Head Office: Mr G. M. Young to be 
assistant staff manager in succession to Mr 
A. Goodall; Mr R. G. Cowie to be cashier 
on retirement of Mr J. Alexander. Alford: 
Mr E. Dishington, from Echt, to be manager 
in succession to Mr G. G. Chapman. 
Ayr, 81 High St and Tam’s Brig: Mr 
W. M. B. Paton, from West End, Edin- 
burgh, to be manager on retirement of Mr 
J. Wylie. Bo'ness: Mr W. Robb, from 
Cupar, to be manager on retirement of Mr 
Barlow Scott. Comrie: Mr. A. M. Turnbull, 
from St John St, Perth, to be manager in 
succession to Mr A. H. Maclagan. 


District Bank—Col Sir Stanley Bell, Mr 
P. H. O. Ryder and Col J. B. Whitehead 
have joined the board. Foreign Dept: Mr 
M. W. Lymer to be chief foreign manager. 
Trustee Dept: Mr J. S. Williamson to be 
chief trustee manager. London: Mr M. R. 
English to be trustee manager. 


International Bank for Reconstruction 
and Development—Mr I. P. M. Cargill 
has been appointed director of the Bank’s 
Dept of Operations for the Far East, and 
Mr A. Gasem Kheradjou is to be assistant 
director. 


Lloyds Bank—London—Chelsea: Mr E. D. 
Byndon-Ayres, from Slough Trading Es- 
tate, to be manager; 125 Oxford St: Mr 
G. L. Cox, from Chelsea, to be manager; 
39 Threadneedle St: Mr A. E. Dawes to be 
manager on retirement of Mr J. A. Pyke; 
Tottenham: Mr J. L. Brown, from Stepney, 
to be manager. Bolton: Mr R. P. Walton, 
from Warrington, to be manager on retire- 


ment of Mr S. Wilson. 
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Midland Bank—Head Office: Mr A. F. 
Candelot, from Chancery Lane, to be a 
superintendent of branches in succession to 
Mr S. T. Graham; Mr F. O. Chambers to 
be chief inspector on retirement of Mr A. 
Stidston; Mr J. C. Campbell to be deputy 
chief inspector. London—Overseas, Inland 
Payments Dept: Mr H. Askins to be manager; 
Manor Park: Mr J. Bayley to be manager 
in succession to Mr S. C. W. Copperwheat; 
Streatham, Mitcham Lane: Mr H. W. Chard 
to be manager in succession to Mr E. F. 
Clear. Brixham: Mr E. D. Parris to be 
manager in succession to Mr J. W. Tre- 
gaskis. Carshalton: Mr J. A. Richards to be 
manager. 


National Commercial Bank of Scotland 
—Leven, Commercial Rd, and Lundin Links: 
Mr G. A. Love to be manager. 


National Provincial Bank—Head Office: 
Mr R. F. Smith, formerly secretary, to be a 
joint general manager; Mr S. Morris, 
deputy secretary, to be secretary. London— 
Finchley Rd: Mr H. E. Purkiss to be manager 
on retirement of Mr L. C. Woollett; Hack- 
ney Wick: Mr R. B. Harrison, from St Mary 
Axe, to be manager on retirement of Mr 
A. R. J. Hewett; Walthamstow: Mr C. H. 
Turner, from Holborn Circus, to be 
manager; Wood Green: Mr T. P. Redford, 
from Gray’s Inn, to be manager on retire- 
ment of Mr A. R. Carrie. 


Ottoman Bank—Mr G. E. Dent, formerly 
an assistant manager, to be a deputy general 
manager. 


Westminster Bank—Head Office: Mr J. S. 
O’Malley to be chief inspector on retirement 
of Mr N. J. Chambers; Mr E. R. P. Hughes, 
from Overseas branch, to be an inspector of 
branches; Mr A. M. Phelps, from Walham 
Green, to be an inspector of branches; Mr 
F. Watson, from Hunslet, to be an inspector 
of branches. Overseas Branch: Mr A. R. 
Sayers to be principal, Merchandise Dept, 
on retirement of Mr B. J. Rice; Mr B. A. 
Crew to be principal, Outward Bills for Sale 
Dept, on retirement of Mr C. S. Dare. 
London—Chelsea: Mr R. W. M. Apps, from 
Knightsbridge, to be manager; St James's 
St: Mr R. W. Bailey, from Chelsea, to be 
manager; Temple Fortune: Mr C. O. Smith, 
from Shaftesbury Ave, to be manager on 
retirement of Mr S. Rickman; Walham 
Green: Mr R. H. Ruch, from Hammer- 
smith, to be manager. 


Williams Deacon’s Bank — Cheshire— 
Davenport: Mr W. S. Morton to be manager 
on retirement of Mr R. Harlow; Ellesmere 
Port: Mr L. Mount to be manager in suc- 
cession to Mr H. Bradshaw; Stockport, 
Heaton Chapel: Mr H. Bradshaw to be 
manager on retirement of Mr T. A. Lloyd. 
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Date 


1938 


End-Dec: 


1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 


1959 

Jan 21 
Feb 18 
Mar 18 
Apr 15 
May 20 
June 17 
June 30 
July 15 
Aug 19 
Sept 16 
Oct 21 
Nov 18 
Dec 16 
Dec 31 


1960 

Jan 20 
Feb 17 
Mar 16 
Apr 20 
May 18 
June 15 
June 30 
July 20 
Aug 17 
Sept 21 
Oct 19 
Nov 16 
Dec 14 
Dec 31 


19615 

Jan 18 
Feb 15 
Mar 15 
Apr 19 


* Excluding items in course of collection and transit items. 


Net 
Deposits* 
{mn 
2,200 


6,924 
6,687 
6,559 
6,631 
6,625 
6,670 
6,791 
6,779 
6,760 
6,773 
6,804 
6,798 
6,901 
7,121 


6,952 
6,769 
6,697 
6,857 





FINANCIAL STATISTICS 


London Clearing Banks 


Liquid 
Assets 


{mn 


672 


2,100 
2,327 
2,460 
2,382 
2,471 
2,492 
2,664 
2,493 
2,628 
2,251 


2,421 
2,141 
2,053 
2,092 
2,080 
2,192 
2,270 
2,283 
2,280 
2,339 
2,477 
2,419 
2,543 
2,628 


2,541 
2,296 
2,217 
2,262 
2,244 
2,253 
2,292 
2,259 
2,266 
2,276 
2,287 
2,288 
2,399 
2,251 


2,456 
2,252 
2,188 
2,349 


o/ 
/0O 


29.5 
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33.1 
31.1 
30.4 
32.0 


Special Investments 
Deposits ‘Total Govt 
{mn {mn ~t mn 
oo 637 28.0 ; 
(102.0) 1,965 31.0 1,889 
— 2,148 33.3 2,076 
--- 2,275 34.0 2,194 
— 2.353 33.9 226i 
~ 2,016 30.5 1,928 
— 1,980 29.8 1,893 
-- 2,049 29.6 1,962 
~— 2,102 29.2 1,994 
— 1,710 22.3 a 
143.6 1,271 16.2 
—— 2,021 29.1 1,912 
— 1,962 29.6 1,853 
a 1,928 29.1 1,816 
— 1,884 28.1 1,766 
— 1,837 27.3 1,719 
— 1,816 26.8 1,698 
oe 1,812 25.6 aks 
-— 1,811 26.0 1,693 
— 1,802 26.0 1,684 
— 1,789 25.4 1,667 
— 1,729 24.0 1,608 
— 1,729 24.0 1,607 
— 1,720 23.1 1,597 
— 1.710 22.3 ~ 
a 1,698 22.9 1,571 
— 1,618 22.7 1,486 
— 1,501 227.3 1,368 
— 1,439 20.0 1,309 
5.8 1,405 19.8 1,275 
69.8 1,376 19.2 1,245 
70.3 1,349 18.1 oF 
105.3 1,340 718.5 1,210 
142.6 1,317 18.2 1,185 
142.0 1,312 18.2 1,183 
141.7 1,304 18.0 1,175 
142.6 1,289 17.7 1,160 
143.4 1,288 17.1 1,159 
143.6 1.271 16.2 7” 
147.9 1,256 16.9 1,142 
147.2 1,238 17.1 1,124 
143 .3 1,187 16.5 1,074 
142.2 1.334 5.2 1003 





Advances 


Net 
{mn 
964 


1,860 
1,665 
1,611 
1,783 
1,747 
1,832 
1,777 
2,126 
2,818 
3,323 


2,170 
2,251 
2,364 
2,412 
2,467 
2,496 
2,580 
2,580 
2.616 
2,649 
2,716 
2,752 
2,795 
2,818 


2,846 
2,933 
3,006 
3,094 
3,133 
3,134 
3,242 
3,236 
3,195 
3,203 
3,231 
3,238 
3,229 
3,323 


3,260 
3,303 
3,354 
3,423 


Gross 


t 
43.1 
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48.4 


‘ + All asset ratios are computed in relation to gross deposits, and the advances ratio refers 
to gross advances. 
t Treasury Deposit Receipts. 

§ Figures subsequent to December 31, 1960, are affected by the transfer of Lloyds Bank’s 


Eastern branches to National & Grindlays. 


This reduced the total of deposits at the clear- 


ing banks by about £50 millions; the distribution of the reduction in the clearing banks’ 
assets is not known. 
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Trend of * Risk ’’ Assets 
(£ million) 
Mar 15, 1961 c Change in ~ 
% of Year to Monthly Periods 
Gross Mar, 1960 1961 —. 
Deposits 1961 Dec Jan Feb Mar 
Investments: 
Barclays - .. 280.4 17.1 — 66.0 - 0.1 - 1.3 -13.5 -14.9 
Lloyds - —< aon See — 43.5 a -15.2 - 0.1 — 
Midland i 258.7 16.5 — 96.8 —- -—15.2 a -19.8 
National Provincial . 130.3 15.4 —- 36.0 - 0.3 - 0.1 _ —10.0 
Westminster . .. 147.9 15.6 —- 31.0 —- - 0.2 — — 
District se ~~ ie ae —- 17.6 — — - 40 —- 2.0 
Martins 30.5 34.7 - 7.8 a - 0.1 — = 
Eleven Clearing Banks 1, 187.1 16.5 — 313.6 - 1.5 -32.3 -17.9 -—50.6 
Advances: 
Barclays bi .. 783.8 47.8 + 88.2 +17.0 + 8.0 + 6.3 +17.1 
Lloyds ae -. 96.3 27.7 + 6.0 —- 3.1 -14.3 + 3.1 + 7.1 
Midland ty . aeck, GF +118 .4 +19.3 + 0.6 +18.1 + 8.9 
National Provincial . 425.1 50.2 + 51.7 +2.2 -—- 2.1 + 2.1 +13.8 
Westminster . .. 441.4 46.6 + 35.9° - 16 -14.0 + 2.6 - 1.2 
District 2 .. 126.3 49.3 + 17.4 +08 - 2.5 + 5.2 + 3.0 
Martins 171.3 49.8 + 12.7 - 30 +48 +2.8 + 3.6 
Eleven Clearing Banks 3, 475.5 48.3 +345 .4 +34.6 -20.0 +45.3 +52.9 
Trend of Bank Liquidity* 
1958 1959 1960 1961 
Dec Dec Dec 
Mar 31 Mar 31 Jan Feb Mar § 31 Jan Feb Mar 
Yo %o 36°1 Yo 34°8 Yo Yo yA yA Yo % 
Barclays . an ae 32.9 31.2 31.0 31.4 31.1 29.9 30.2 
Lloyds .. 31.9 34.7 29. ; 32.9 32. : ma. 38.0 32.6 33.7 2. BS 
Midland .. 33.9 35.3 30.4 36.1 33.8 30.0 30.1 33.1 31°9 29.9 29.5 
National Prov 34.0 36.0 31.1 37.0 37.6 34.9 30.0 33.5 34.8 31.4 29.8 





Westminster... 35.4 33.2 32.8 33.4 34.8 35.8 33.4 32.2 34.7 33.3 32.0 


District -. wed 2e-8 G6? 26.3 2.2 Mist woe eR Ree 6 ee 

Martins -. wee Bee Mt MS BS Bt ST as eS hc Rw 

All Clearing 
Banks .. 33.9 34.6 31.0 34.3 34.4 32.1 31.5 32.6 33.1 31.1 30.4 








* Cash, call money and bills shown as percentage of gross deposits. 
Money and Bill Rates 
Mondays: Apr 25, Feb 20, Mar 20, Apr4,§ Apri10, Apr17, Apr 24, 
1960 1961 1961 1961 1961 1961 1961 
per cent 
Bank rate .. - ae 5t 5 5 5 5 5 
Treasury bills: 
Average allotment rate* 48 43 44 44 445 +43 45 
Market’s dealing rate, 
3 months a .. 48 + 43 43 413 433 45 
Bankers’ deposit rate - 3 3 3 3 3 3 3 
Short money: 
Clearing banks’ minimum 33 32 3% 32 32 33 3% 
Floating money .. .. 33-48 33-44 441-43 33-44 33-44 33-44 4}-44 
US Treasury Bill . . . oaee 2535 2:2 245 2:20 2.58 3 
* Preceding Friday. t+ Raised from 4% on 21.1.60.  } Raised to 6% on 23.6.60; lowered 
to 54% on 27.10.60; and to 5% on 8.12.60. § Tuesday following Easter Monday. | 
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Scottish Banks 


Note Net Liquid Special Investments Advances 

Date* Issue Depositst Assetst Deposits Total Govt 
mn {mn {mn % {mn {mn % £mn {mn % 
1938 (av) 17.9 233.0 34.0 13.9 — 142.2 58.1 — 82.6 33. 
1951 Dec 77.3 668.1 90.7 12.0 (6.0)§ 384.2 50.9 373.5 221.7 29.4 
ae « a. 675.4 122.9 16.3 — 382.2 50.6 369.7 200.7 26.5 
a 691.7 113.3 14.6 — 416.6 53.7 403.7 191.8 24.7 
1954 ,, 97.7 738.4 119.8 14.3 —~ 430.5 51.4 419.0 217.8 26.0 
1955 ,, 104.8 672.2 120.6 15.5 — 378.1 48.7 364.9 200.4 25.8 
1956 ,, 112.8 659.0 121.7 16.0 — 359.4 47.1 345.2 204.8 26.9 
1957 ,, 118.5 676.7 143.8 18.4 — 351.7 44.9 339.3 206.9 26.4 
1958 ,, 119.7 687 .3 127.9 16.2 -= 349.1 44.1 335.6 235.6 29.8 
1959 ,, 122.4 727.2 137.1 16.5 — 313.5 37.7 289.0 311.6 37.5 
1960 ,, 125.3 708.0 131.8 16.3 — 265.8 32.9 240.1 342.7 42.4 
1960 
Mar .. 119.4 725.1 89.7 11.6 -- 308.0 39.9 282.5 327.3 42.4 
ee... taeet 717.4 101.7 13.1 — 296.8 38.2 NP 335.3 43.2 
May .. 123.6 733.4 93.6 11.9 0.6 294.4 37.5 , 341.8 43.5 
June .. 124.6 723.1 107.5 13.6 2.8 287.3 36.3 262.1 342.5 43.3 
July .. 128.4 723.9 99.2 12.7 5.5 285.5 36.6 + 338.7 43.5 
Aug .. 121.9 716.3 98.5 12.7 7.3 285.7 37.1 - 335.7 43.5 
Sept 121.4 714.3 123.5 16.0 7.8 267.2 34.5 241.4 336.5 43.4 
Oct 19 121.2 694.5 128.2 16.3 ry 265.7 33.8 240.0 333.3 42.4 
Nov16 122.8 702.4 127.9 15.8 7.7 265.9 32.9 240.2 341.4 42.3 
Dec 21 125.3 708 .0 131.8 16.3 Po 265.8 32.9 240.1 342.7 42.4 
1961 
Jan 18 119.2 688 .7 119.6 14.9 8.0 262.6 32.8 237.0 338.9 42.3 
Feb 15 120.8 682.1 113.2 14.3 7.9 aa9.4 34.3 aait 344.1 43.4 
Mar15 123.3 687 .2 106.7 13.7 7.9 252.7 32.3 227.0 352.1 45.0 
Apr 19 124.5 693 .6 108.4 13.8 7.9 251.6 31.9 226.0 366.5 46.5 
Northern Irish Banks|| 

1938 (av) S.4 46.5 ; . 3 ow ‘a Yaa 
1951 Dec 9.2 106.5 6.0 4.9 ~— 55.2 44.8 113.9 52.4 42.5 
1955 _,, 8.4 120.2 8.3 6.3 = 57.4 43.3 101.3 57.8 43.6 
1956 _,, 10.2 118.4 7.8 Sut — 55.6 41.5 95.5 56.1 41.8 
a7? ., 9.9 116.6 7.8: 8.7 os 54.6 39.9 - 98.0 56.7 41.5 
1958 _,, 9.3 124.8 ie Bey — 55.9 39.1 105.6 64.0 44.8 
1959 ,, 8.7 132.6 10.8 7.2 — 53.6 35.6 100.0 70.2 46.6 
1960 ,, 8.5 134.0 9.7 6.4 -- 46.6 30.6 89.1 80.3 52.8 
1960 
Feb 8.9 131.6 7.3 $8 -— 53.5 36.7 + 72.7 49.9 
Mar .. 8.9 130.3 6.8 4.6 — 53.0 36.2 100.0 74.7 51.0 
April .. 8.9 132.8 5.9 4.0 -— 51.9 35.6 : 74.9 &a.2 
May 8.9 132.4 5.4 3.7 — Sa.3 3e.9 ee 77.8 53.4 
June 8.9 136.0 8.6 5.8 ~= 50.1 33.5 93.1 79.7 53.3 
July 8.8 133.6 7:8 @49 — 50.1 34.6 i 82.0 56.7 
Aug 8.7 133.3 6.8 4.6 -- 49.7 33.9 + 81.0 55.2 
Sept 8.5 133.9 8.0 5.4 a 49.5 33.7 92.2 83.0 56.5 
Oct 8.4 134.2 8.9 6.0 — 49.3 33.3 - 82.8 55.9 
Nov 8.4 136.2 9.7 6.3 = 48.6 32.5 i 83.1 55.5 
Dec 8.5 134.0 9.7 6.4 — 46.6 30.6 89.1 80.3 52.8 
1961 
ee 8.4 137.2 12.9 8.4 — 48.5 31.8 i @9.4 &2.2 
Feb... 8 .3 135.3 9.8 6.5 —— 48.9 32.4 81.3 53.9 


* For Scottish banks figures before Oct, 1960, relate to dates varying ahi bank to bank 
between the middle and end of month. For N. Irish to June 30 and Dec 31 and dates in 
middle of other months. ‘+ Excluding items in course of collection and transit items. 

t Liquid assets comprise cash (excluding 100% note cover, above “‘ authorized ”’ circu- 
lation), balances with Bank of England, money at call and bills; all ratios calculated as 
percentage of gross deposits. § Treasury Deposit Receipts. 

| Actual liabilities and assets of banking offices in N. Ireland other than National Bank, 
which is a London clearing bank. Liquid assets and investments are computed proportions 
of the banks’ total holdings based on ratio of deposits in N. Ireland to total deposits. 
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(£ millions) 
1951* 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959+ 


1958: I 


III 
IV 


1959: JI 


III 
IV 
1960: I 
II 
III 


IV 










Stock shown in bold figures; Treasury bills in italics 


Official Domestic Banking 


Sales (-- ) 


+ 862} 
— 862 
+-324f} 
+ 286 
+ 507+ 
+ 309 
+125} 
+ 80 
+ 81f 
+187 
+ 33] 
— 195 
~— 29t 
+ 20 
+141} 
+ 46 
— 246} 
+ 14 
-+122t 
— 351 
+ 61f 
+ 39 
+ 67} 
+ 68 
— 109} 
+290 
~ 60 
— 581t 
—- 29 
+104 
— 33 
+189 
—124 
+ 302 
— 345 
— 125 
+ 31 
— 34 
+ 202 
+-106 


+198 
+ 52 


Banks 


+417 
— 382 
+ 187 
+ 392 
+119 
+156 
+ 67 
— 139 
— 334 
+ 72 
— 35 
+ 4 
+ 69 
+127 
+ 33 
—218 
— 397 
+ 33 
+ 45 
— 321 
+. $7 
ss 30 
+ 22 
+ 71 
—101 


4 3 


—178 
— 308 
—118 
+14] 
- 31 
+139 
— 70 
+ 6] 
— 229 
— 277 
-— 123 
+ 97 
— 62 
+ 24 
— 24 
+ 24 


Portfolios 


a 
+ 3 
+2 
+17 
+34 
«3 
+15 
~54 


-21 
+22 
a | 
~ 13 


* Mid-March to end-December only. 
+t To mid-December (but including overlap in second half of March made inevitable by 
non-publication of Bank of England figures for 1959, I). 
t Includes securities sold to (or bought from) Banking Department of Bank of England. 
NoTE: Quarterly periods are between bank make-up dates except for (i) stock figures 
throughout 1958 of Scots Banks and Discount Market, (11) ‘* Official Sales ”’ figures in 
1959, I, for both stock and bills, which are for quarter-ends. 
the relevant derived totals in the final column are liable to error. 


Market 


— 119 


+ 27 
+ 16 
+ 36 
+192 
+ 20 
— 243 
+ 10 
- 10 
- 
+ 55 
~ 
+130 
36 
80 
12 
21 
44 
77 
+ 42 
+ 68 


1+ 


i+ +4 
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Clearing Scots Discount Total 
Banks 


+387 
—489 
+166 
+486 
+244 
+ 57 
+ 72 
— 137 
— 453 
+ 104 
—- 69 
— 113 
- 7 
+ 203 
+127 
—22] 
— 448 
— 38 
+ 44 
— 455 
+124 
— 5] 
+ 50 
+ 92 
—- 70 
+ 193 
— 180 
— 561 
-—118 
+ 134 
~ ee 
+194 
— 116 
+195 
—- 199 
— 363 
— 132 
+ 32 
— 39 
— 3] 
+ 17 
+ 79 


Government Sales of Marketable Securities 
































** Non-Bank ”’ 
Portfolios 
Home 
Overseas and Total 
Official Overseas 
Private 
“ or +475} 
— 366 —- 7 — 373 
i ul + 158} 
— 310 +110 — 200 
as i + 263 
+208 + 44 +252 
oe Pe + $3] 
— 48 +265 +217 
— + 534} 
- 59 +142 + §83 
‘ ae +- 102} 
— 34 — 48 — §82 
- oF - 22} 
— 105 — 78 — 183 
' F ~ 14f 
+ 70 +197 267 
+ 202t 
+ 52 
, ii + 78} 
— 56 +160 + 104 
ae ca —- 63] 
+ 45 + 45 + 90 
; ia + 17} 
- 6 - 18 — 24 
“A - — 39 
+ 87 + 10 + 97 
-+- 120T 
; i — 20 
+ 36 + 53 + §9 
—- 7 — 23 — 30 
+ 4 - 3 + | 
— 44 + 39 - § 
—- 21 + 13 - §8 
+92 + 15 + 107 
—- 33 —113 — 146 
+ 7] +167 +238 
+ 59 +104 +163 
- 4 — 62 — 66 
+ 53 +188 +241 
—- 40 4177 2=+4137 
—- 13 +194 +4181 
— 3] + 4 - 27 


In these instances, therefore, 











































THE EXCHEQUER FINANCES 


I—The Budget 
(£, million) 


Gain or 
Original Expected April 1, loss* on 
budget gain or 1961, to corresponding 
estimates loss* on April 15, period of 
1961-62 1960-61 1961 1960-61 
Total Inland Revenue oa a 3,598 + 386 79.5 —5.2 
Customs and Excise .. a - 2,510 +120 78.9 +0.1 
Other revenue a he 400 + 68 10.7 —2.2 
Total ordinary revenue . 6,508 + 574 169.1 —7.3 
Debt interest (including sinking fund) 700 — 47.1 -—0.8 
Other consolidated fund il : 115 —- 17 3.4 —0.3 
Supply expenditure .. ‘a 5,187 — 198 172.5 +9.7 
Total ordinary expenditure 7 6,002 — 215 223 .0 +8.6 
Above line surplus or deficit... + 506 +359 - 53.9 +1.3 
Net deficit below line i ia — 575 —- 34 —~29.9 —-2.2 
of which 
local loans (net lending shown 
minus) . < + 57 + ff — 7.3 +0.2 
loans to state industries, net - — 339 - ] — 29.0 +0.7 
Total deficit . ‘i sa 53 - 69 +325 - 83.8 -0.9 


* Plus etieaned increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 





Il—National Savings 


({£mn: Receipts into Exchequer reported during period) 





Savings Total 

Certi- Defence Savings Premium Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Small Interest Bond ing In- 

(net) (net) (net) (net) (net) Maturity vested® 

1953-54 .. +19.0 + 0.3 -— 79.3 —- - 60.0 88.6 -38.4 6,008.7 

1954-55 .. +46.0 +51.1 - 35.4 — + 61.7 88.8 -28.8 6,126.2 

1955-56 .. +19.7 +21.5 -80.4 a - 39.2 82.7 -50.8 6,123.6 

1956-57 .. +72.0 + 3.2 -20.6 +65.0 +119.5 35.5 -38.9 6,240.0 

1957-58 .. -21.3 -22.2 -62.4 +80.2 - 15.6 45.9 -17.7 6,272.0 

1958-59 ..+131.9 +117.9 -55.2 +66.5 +270.4 54.4 -10.0 6,582.0 

1959-60 .. +66.9 +144.4 +52.7 +41.1 4306.0 83.5 - 1.7 6,969.0 
1959-60 

April-Feb +64.7 +136.7 +37.6 +39.9 +279.1 76.9 - 1.5 6,935.0 

a... » 3 + 8.7 +15.1 +0.1 + 26.1 6.7 - 0.1 6,968.0 
| 1960-61 

April-Feb +56.9 +97.9 +12.4 +51.2 +218.5 83.6 - 1.0 7,267.0 

March - 0.1 +9.5 +16.1 + 4.3 + 29.8 9.1 - 0.7 7,305.0 

* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


Iii—Floating Debt 
(£ million) 




















Change in three 
Beginning of April* April months to 
5, Apri15, Apr 16, 
1959 1960 1961 1961 1961 1960 
Ways and Means Advances: 
Bank of England ‘ch _ ao — 6.0 + 6.0 + 4.8 
Public Departments 291 .6 215.3 299 .4 269.4 - 6.6 — 18.4 
Treasury Bills: 
Tender .. 2,950.0 3,460.0 3,110.0 3,130.0 -300.0 - 90.0 
Tap 1,986.3 1,845.7 1,599.2 1,928.5 -111.7 -125.3 
5,227.9 5,521.0 5,008.6 5,333.9 -412.3 -—228.9 








* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 














Apr 22, Feb 24, Mar 24, Mar 31, Apr 7, Apr 14, Apr 21, 
1960 1961 1961 1961 1961 1961 1961 
Official Market 
Spot .. 2.814 2.798% 2.79% 2.793 2.794 2.795 2.79 3 
3 months -. gcpm ticpm  13c pm lécpm 17cpm i1fcpm_ 1c pm 
Security* 2.773 2.78; 2.753 2.753 2..754 2.764 2.77 
* New York market quotations. 
Britain’s Gold and Dollar Reserves* 
(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (-) can and in of Balancest 
Quarters Aid Credits Reserves Period 
1946 —- 908 _- +1123 + 220 2696 194 
1947 — 1431 — +3513 - 618 2079 267 
1948 -1710 682 + 737 — 223 1856 295 
1949 — 1532 1196 + 116 — 168 1688 236 
1950 + 805 762 + 46 +1612 3300 257 
1951 — 988 199 - 176 - 965 2335 508 
1952 - 736 428 - 181 — 489 1846 472 
1953 + 546 307 - 181 + 672 2518 491 
1954 + 480 152 388 + 244 2762 428 
1955 - 575 114 - 181 - 642 2120 480 
1956 - 626 66 + 573 + 13 2133 679 
1957 —- 419 26 + 533 + 140 2273 602 
1958 +1005 6 - 215 + 796 3069 654 
1959 + 449 == - 782 -— 333 2736 719 
1960 + 771 - 275 + 496 3231 1239 
1959: 
I + 173 — 103 + 70 3139 784 
II + 206 _- - 173 + 33 3172 737 
III + 164 - 52 + 112 3284 672 
IV - 94 - 454 —- 548 2736 735 
1960: 
I + 107 — - 62 + 45 2780 928 
IT + 180 — - 67 + 113 2892 1224 
II! + 398 — —- 182 + 216 3108 1395 
IV + 87 — + 36 + 123 3231 1239 
1961: 
Jan + 25 -—— 11 + 14 3245 
Feb - 50 — — - 50 3195 
March — 174 _ — - 174 3021 
I - 199 — - ii - 210 3021 
Main Special Items Detailed 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1947-49 IMF loan mn 300 Canadian loans, etc 181 
1948 South African loan 325 1954 EPU funding payment . 99 
1956 Sale of Trinidad oil 177 IMF repayment . 108} 
IMF loan , 561 1958 Service of N Amer loans 188 
1957 India’s IMF loan | ; 200 1959 IMF repayment . .. 200 
Return of interest on US IMF subscription 162 
loan... ae Repayment of Ex-Im 255 
Export-Import Bank .. 250 Service of N Amer loans 184 
1960 US bid for Ford Motor.. 367 1960 IMF repayments 307 
IMF gold payment 47 


Service of N Amer loans 187 


* Gold and convertible currency from Dec, 1958. + Source: Federal Reserve Bulletin. 
t Remainder of 1947-49 loan repaid in sterling. 
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THE 
ROYAL BANK OF CANADA 


(Incorporated in Canada in 1869 with Limited Liability) 





Over 1,000 Branches in Canada, the Caribbean area 
and South America 


Assets. Exceed $4,000,000,000 
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LONDON 


Main London Branch: 6 Lothbury, E.C.2. B. Strath, Manager 
West End Branch: 2-4 Cockspur Street, S.W.1. R. B. Murray, Manager 
Head Office: Montreal. Offices in New York and Paris 
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PITMAN BOOKS 


SECURITIES FOR BANKERS’ ADVANCES 


J. Milnes Holden, LL.B., Ph.D., etc. In the new third 
edition the text has been generally revised and brought 
up to date. In particular, more attention has been 
given to security problems arising from the finance of 
foreign trade. ‘* This book has no rival in its field.’’— 
Journal of Business Law. 35s. net. 


LAW OF BANKING 


Lord Chorley, M.A., with the assistance of J. Milnes 
Holden. The new fourth edition, revised to cover the 
changes that have taken place in the past ten years: 
the Cheques Act, 1957, the increased importance of 
securities for advances, the increased stress on _ 
Bankers’ Documentary Credits. ‘* For the early 

student of the law of banking, there is no better work.’’ 
— Accountant. 35s. 
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4 i. 
PER ANNUM 


INTEREST 


This generous interest now applies 
to all fully-paid shares. 
£25 each—maximum holding £5,000. 
This is equivalent to £6.2.5% where 
the standard rate of Income Tax 
is paid. Fae 
our mone ow. Write or 
= ane tor Hotaiis NOW TO: 





ACCOUNTANCY 


William Pickles, B.Com.(Vict.), F.C.A., etc. For the new 
edition of this, one of the best known and most used of 
all accountancy textbooks, the text is, of course, 
generally revised; particular stress has been laid on 
those recommendations of the Council of the Institute 
of Chartered Accountants in England and Wales 

that seem of most help to the student. 37s. 6d. 


STOCK EXCHANGE TRANSACTIONS 


Colin A. Perry. A book for the inexperienced investor, 
for the student and for the expert. Buying and selling 
stocks and shares, costs of making investment, 
requirements of the Companies Act, 1948 (and some 


titciinbknadnbneansumweeawaé 






SHERN HALL /f7 
(merHooist) BUILDING SOCIETY € 








. : ilding Societies Association 
suggestions for changes in balance sheet requirements), Members of the Building 
taxation, investments for non-profit organizations— 306 HOE STREET, WALTHAMSTOW, LONDON, E.17. 
all are dealt with in a thoroughly practical manner. 5 Telephone: COPpermill 5888 a 
20s. net. 


All Deposits with the Society are Trustee Investments 
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S. JAPHET & Co Ltp 


MERCHANT BANKERS 


ACCEPTANCE CREDITS « COMMERCIAL LETTERS OF CREDIT 


OVERSEAS COLLECTIONS 


FOREIGN EXCHANGE « FOREIGN NOTES 
BULLION AND PRECIOUS METALS 


INVESTMENT MANAGEMENT 





30 ST. SWITHIN’S LANE 
LONDON, E.C.4 


A MEMBER OF THE CHARTERHOUSE GROUP 
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TEN 
OFFICES 


P/F FGROYA BANKI 


ESTABLISHED (The Faroese Bank Limited) 
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HEAD OFFICE: TORSHAVN, FAROE ISLANDS 
ALL TYPES OF BANKING BUSINESS 





INTERNATIONAL BANKING SERVICE 


Codes: ABC 6th, Petco, P4 Cable Address: BANKEN, Torshavn 
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BANCA VONWILLER S.p.A. 


ALL 


ESTABLISHED 1819 
‘Capital and Reserves Lit. 1,375,374,031.— 
Telegraphic Address: VONWILLER 
Head Office: 14, Via Armorari, Milan 
Swiss Center Agency: Piazza Cavour, Milan 
Washington Agency: Via Washington 61, Milan 
DOMESTIC AND FOREIGN BANKING TRANSACTIONS 
Correspondents throughout the World 
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1960: ANOTHER GOOD YEAR FOR 
DRESDNER BANK 





Capital and Reserves increased to about DM 530 Million—314 Branch Offices in Western 
Germany—International Relations intensified 


During 1960, Dresdner Bank AG., one of the 
leading West German banks, has further extended 
its domestic and international business. The 
number of its domestic and foreign clients in- 
creased considerably, the network of branches and 
offices in the Federal Republic was further 
broadened, the friendly business relations with its 
more than 3,000 correspondent banks all over the 
world were intensified, and the capital structure 
once again amplified. 

Total resources of Dresdner Bank increased in 
1960 by 5.6% to about DM 8,000,000,000. The 
Bank’s favourable development is also reflected in 
the considerable growth of the number of clients, 
which rose, by 150,000, to 934,000, and the 
increase in the number of accounts kept by the 
Bank, by 209,000, to about 1,330,000. 


The Bank’s credit business (debtors plus com- 
mercial bills discounted) increased by 12%. 
Including guarantees for account of clients, the 
total volume of credits granted at the end of 1960 
amounted to DM 5,600,000,000 compared to 
DM 5,000,000,000 the year before. 

Dresdner Bank traditionally devotes special 
attention to its Issue and Stock Exchange business. 
During 1960, foreign orders for the purchase and 
sale of stocks and bonds increased considerably. 
The introduction of foreign shares for listing on 
German Stock Exchanges contributed to widen 
the scope of the Bank’s business: 


Dresdner Bank’s international business developed 
in line with the further expansion of German 
foreign trade. The Bank’s close links with its 
many friends and correspondents abroad have 
been further strengthened in the past year. 

New services introduced by Dresdner Bank in the 
last few years (such as small personal loans and 
various services to further the use of cheques in 
Germany) developed successfully. The Trustee 
Department, which deals with the administration 
and permanent supervision of clients’ property, 
attracted particular interest abroad. 


The expansion of the volume of Dresdner Bank’s 
business prompted it to increase the number of its 
employees during 1960 by more than 1,300 to 
13,000 and to widen its network of branches and 
agencies. Its Regional Head Offices are situated 
in Dusseldorf, Frankfurt/Main, and Hamburg. 
314 branches and agencies are maintained at 192 
cities and towns. Moreover, its fully-owned 
Berlin subsidiary, Bank fur Handel und Industrie 
AG., has 36 branch offices in Western Berlin. 
Representative Offices of the Bank are maintained 
in Istanbul, Cairo, Madrid, and Paris. There are 
also joint representative offices with Deutsch- 
Sudamerikanische Bank AG., an affiliate of 
Dresdner Bank, in the most important centres of 
Latin America. 


The shareholders of Dresdner Bank, assembled on 
April 18th, 1961, in Hamburg, resolved the pay- 
ment of a 16% dividend on its share capital, 
which had been increased from DM 180 Million 
to 220 Million last year. They further resolved 
another increase in the capital, by DM 25 Million, 
to DM 245 Million. After this increase, capital 





and open reserves of Dresdner Bank will amount 
to about DM 530 Million, which represents 6.6% 


of its total resources at the end 


of 1960. 


Main Items of the 1960 Balance Sheet as 
compared with 1959 (Million of DM) 




















ASSETS 1960 1959 
Cash and due 
from Central Bank 1,243.4 848.9 
Due from Banks and Cheques 296.5 457.2 
Bills, Treasury Bills, 
and Medium-Term Notes 2,188.5 2,536.6 
Fixed-Interest Bearing 
Securities 356.8 516.1 
Shares and Participations 480.0 383.5 
Equalisation Claims 257.6 234.2 
Debtors 2,760.1 2,180.5 
Long-Term Loans 205.5 210.7 
Real Estate and Buildings 104.7 100.1 
Other Assets 95.5 98.2 
7,988.6 7,566.0 
LIABILITIES 
Deposits 4,508.4 4,541.3 
Savings Accounts 1,451.7 1,223.5 
Total 5,960.1 5,764.8 
Deposits of Banks 1,007.6 983.0 
Due to Foreign Banks 
(Nostro Liabilities) 10.4 7.8 
Long-Term Funds 144.2 129.0 
Own Acceptances 0.1 —.— 
Capital and Reserves 490.0 390.0 
Special Reserves 301.4 227.6 
Other Liabilities 74.8 63.8 
7,988.6 7,566.0 
Guarantees 934.3 857.6 
Bills Endorsed 131.0 113.2 
EXPENDITURE 
Salaries and Other 
Staff Expenditure 154.4 135.5 
Other Expenditure 48.3 40.5 
Taxes 131.6 105.2 
Net Profit 35.2 28.8 
369.5 310.0 
REVENUE 
Interest and Discount 175.1 138.2 
Commissions and Fees 194.4 171.8 
369.5 310.0 
DRESDNER BANK 
Dusseldorf Frankfurt/Main Hamburg 














BA'NCA§¥ COMMERCIALE 


ITALIANA 
HEAD OFFICE—MILAN 


London Representative Office: 21 Birchin Lane, E.C.3 


Balance Sheet as at December 31, 1960 


Capital Stock 

Reserve Fund 

Undivided Profits 

Deposits . ha 
Cheques Outstanding fi 
Liability on Acceptances 
Liability on Letters of Credit .. 
Liability on Guarantees 

Other Liabilities 

Bills for Collection 


Unearned Discount, Interest, etc. 


Profits Brought Forward 
Net Profit 1960 .. 


Depositors of Securities 


Cash on Hand .. 
At Central Bank 


Government Securities and Securities guaranteed ‘by the 


LIABILITIES 





20,000,000,000 
5,650,000,000 
1,329,115 


”” 1,198,442,109,558 


» I 


33,090,604,747 
13,545,842, 100 
29,146,497,896 
10,882,088,453 
14,031,599,458 
28,484,962,350 
2,262,885,249 
61,039,258 
1,937,780,095 





L.1,457,536,738,279 
5, 690,177,097,682 








L.2,147,713,835,961 
ASSETS 

L. 34,236,274,312 

5, 105,160,254,049 





State ,5 200,067,823,086 
Securities : 
Shares .. L. 957,662,830 
Bonds .. », 1,737,780,290 
¥ 2,695,443,120 
Contango Loans ae oA bagi oe 9,949,809, 361 
Participations in Affiliated Foreign Banks 5% a 154,646,925 
Participation in Mediobanca—Banca di Credito Fi inanziario ws 1,805,430,000 
Participation in Credito Fondiario Sardo .. ne Sah ci 500,000,000 
Other Loans and Current Accounts .. ia i ~. gg =~ 109,244,282,554 
Bills Discounted ‘4 ce: gg) 2Dea Bee Aze 
Due from Shareholders i in Capital Account . iy Be cap tae 8,775,000,000 
Customers’ Liability for Acceptances em 4 Bowe 13,545,842, 100 
Customers’ Liability for Letters of Credit... cf .. 59  29,146,497,896 
Customers’ Liability for Guarantees . . ae ie .. 55  110,882,088,453 
160,337,000 


Bank Buildings and Other Real Estate as Of area ve 


Furniture and Fixtures. . 


Securities on Deposit 





l 





L.1,457,536,738,279 


>] 


690, 177,097,682 





L.2,147,713,835,961 
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BANK OF SCOTLAND 





High Level of Activity 





HE Annual General Meeting of the 

Proprietors of the Bank of Scotland 

was held on April 18 within the Head 
Office, Edinburgh. 

The following are extracts from the 
statement by the Governor of the Bank, 
The Rt. Hon. Lord Bilsland, K.T., M.C., 
D.L., LL.D., which has been circulated 
with the Report and Accounts: 

The results for the past year show that 
the background to the Bank’s operations 
has been, on balance, favourable. The 
freedom in the granting of advances, which 
was restored to the Banks in July, 1958, 
continued until June, 1960. After warn- 
ings in the form of an increase in Bank rate 
from 4 per cent to 5 per cent in January, 
1960, and the reintroduction in April, 1960, 
of controls on hire-purchase transactions, 
the Banks were required to deposit funds 
with the Bank of England as Special 
Deposits, the amount of which was fixed 
as a percentage of their own Deposits. In 
Scotland the present amount of Special 
Deposits which the Scottish Banks are 
required to make is 1 per cent of actual 
Deposits—a rate which is half the amount 
required in England. ‘This is a concession 
which recognizes the existence of a greater 
need for finance for development of in- 
dustry in Scotland than in England. 

How effective the introduction of Special 
Deposits has been in restraining infla- 
tionary tendencies is difficult to gauge. 
When introduced it was accompanied by a 
request to the Banks to restrict their lend- 
ings and an increase in Bank rate to 6 per 
cent in June, 1960. The main objective 
was to damp down trade activity at home 
and to protect Sterling against the effect of 
a growing adverse visible trade balance. 
In the event, this objective appears to have 
been achieved with some measure of suc- 
cess and while the visible trade balance has 


shown little sign of improvement throughout — 


the latter half of 1960 the country’s gold 
and dollar reserves recorded a substantial 
increase. Other influences, however, have 
played their part in this apparently anoma- 
lous result, such as the attraction of so-called 
“hot money ”’ to London by the higher 
rates of interest available and doubts con- 
cerning the strength of the dollar. Foreign 
doubts regarding the future value of 
Sterling, however, have been conspicuous 
by their absence. It is difficult to assume 
that this relatively favourable situation 
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would necessarily have developed in the 
absence of the reintroduction of credit 
restriction and increased Bank rate, and 
therefore these policies may be said to have 
been well vindicated in the part they have 
played. 


Balance Sheet 


The past year has brought its own ad- 
ministration problems to the accompani- 
ment of a high level of activity within the 
Bank. Increased costs have been experi- 
enced, particularly in the level of salaries 
and pension provisions. These have been 
met and in the result the Bank’s Con- 
solidated Net Profit shows an increase of 
approximately 127,000 at 1,041,617. 
These improved results have enabled your 
Directors to recommend the distribution of 
a final dividend of 9 per cent, making 
17 per cent for the year. Appropriations 
have been made of £150,000 to the Balance 
Sheet Reserve Fund, £150,000 to Reserve 
for Contingencies and £80,000 to Staff 
Pension Fund. Thereafter the balance car- 
ried forward at credit of Consolidated Profit 
and Loss Account is increased by £5,630 
to £268,422. 

A feature of the past year has been the 
relative stability of the level of Deposits, 
the total in the Consolidated Balance 
Sheet of £182,432,173 being approximately 
£1,000,000 less than the previous year. 
Total Notes in Circulation also show little 
change. ‘The Bank has experienced an 
upward trend in demand for advances and 
these have risen during the year by over 
£16,000,000 to £74,808,282. There has 
also been a further increase of over 
£2,000,000 in the amount of Acceptances, 
Guarantees, etc., undertaken on behalf of 
customers, which now total £33,434,903. 

The Bank’s liquidity position remains 
satisfactory, the total Cash and Balances 
with the Bank of England, Balances with 
and Cheques in course of Collection on 
other Banks, Money at Call and Bills Dis- 
counted being £67,980,163. The large in- 
crease in advances has brought about a 
substantial reduction in the Bank’s holdings 
of Government Securities. ‘The total In- 
vestments of the Bank appear .in the 
Balance Sheet at £55,816,511—representing 
a reduction of approximately £22,000,000 
during the year. As is our custom they 
appear at a figure which is below their 
current market value. 




















BAYERISCHE VEREINSBANK 


MUNICH NUREMBERG 


Condensed Balance Sheet as at 31st December, 1960 





ASSETS 
in 1000DM 
Cash, Balances at Deutsche Bundesbank and on Postal Cheque Account . 178,421 
Balances at Credit Institutions . ; ; 125,586 
Cheques, Biils, Treasury Bills, and Medium- Term, Bonds and Notes . .. saree 
Securities and "Holdings i in Syndicates . , . 272,982 
Equalisation Claims and Covering Claims on the Public Authorities . 110,774 
Short-, Medium-, and Long-Term Lendings of the Banking Department. 793,284 
Long-Term Lendings of the Mortgage Department —e Loans and : 
Loans to Public Authorities) . : . 1,109,835 
Loans on a Trust Basis at Third Party Risk , ; ; ; ; 5 22,081 
Participations . : ‘ ; ; ; 39,184 
Bank Premises and other Real Estate and Buildings : , ; 34,537 
Other Assets : A : : : ; ‘ ; A : 23,778 
3,036,972 
LIABILITIES 

in 1000 DM 
Deposits. : ; : ‘ ; t ; . 1,452,305 

thereof Savings Deposits . 458, 788 

Funds borrowed at Short, Medium, and Long Term by the Banking 
Department. ; ; 123,796 
Loans taken at Long Term by the Mortgage Department ; : : 64,139 
Bonds in Circulation (Mortgage Bonds and Communal Bonds) . : . 1,084,593 
Loans on a Trust Basis at Third Party Risk , P ; . : 22,081 
Capital and Published Reserves . : j : ; , 155,000 

Capital . : ; : 70,000 

Reserves . ; : ; 85,000 
Pensions Reserves ‘ : ‘ eee ; q , ; 27,600 
Other Reserves for Special Purposes ' , ; ; : 48,548 
Other Liabilities . : 4 ; ; ; ; : ; P 44,910 
Net Profit . ; ‘ ; : . : ; : 14,000 





3,036,972 
Munich, March 1961 





Board of Management: Wilhelm tom Dieck, Albin Harttig, Jiirgen von K6ller, Dr. 
Werner Premauer, Dr. German Schweiger, Dr. Franz Steffan, Dr. Werner Teichmann, 
Dr. Hans Christoph Freiherr von Tucher, Elmar Warning; Alternate: Dr. Heribald 
Narger. 


Board of Directors: Dr. Ludwig Mellinger, Chairman; Dr.-Ing. E. h. Karl Butzengeiger, 
Vice-Chairman. 


Dividends: 1952 1953 1954 1955 1956 1957 1958 1959 1960 
6% 8% oA: tse 32%. 2 ee: ee 
+4%, Bonus 

















OTTOMAN BANK 








Lord Latymer’s Speech 





HE 94th Annual General Meeting of 
the Ottoman Bank was held on 
April 26 in London. 
The Rt. Hon. Lord Latymer, the Chair- 
man, presided and, in the course of his 
speech, said: 


Turkey 

The year 1960 was marked in Turkey 
by an important change in the political 
scene which has had repercussions on the 
economic life of the country. These reper- 
cussions, however, have in no way affected 
international trade and payments. Exports 
and imports continued in the normal way. 

Turkey’s contacts with international in- 
stitutions such as the International Monetary 
Fund and the Organization for European 
Economic Co-operation continued as usual. 

As regards the foreign trade position, the 
trade balance continues to show a deficit. 
This, expressed in dollars (for the sake of 
comparison in view of the rate adjustment 
during 1960) increased from $116,000,000 
in 1959 to $146,700,000 in 1960. 


~ Sudan 

The improvement in the financial situa- 
tion of the Sudan evident in 1959 con- 
tinued during 1960. 

As mentioned in our last Report, the 
Bank of Sudan opened in February and has 
taken over the currency issue from the 
Sudan Currency Board. In addition, a 
Mint was established in Khartoum in 
November and the Khartoum Bankers’ 
Clearing House was opened in December. 

The Chairman then reviewed the Bank’s 
interests in Jordan, Iraq, Cyprus and Qatar, 
and continued: 


East Africa 
In the three territories of East Africa 
in which the Bank is established (in Kenya, 
in Tanganyika and in Uganda) economic 
conditions were decidedly difficult through 
the year 1960. Nevertheless, each of our 
Branches has progress to report. More- 
over, a new Branch was opened in Kam- 
pala, Uganda, in February. One of the 
more disturbing features of the general 
economy was the flight of capital. This 
tended not only to unbalance the markets 
but was, of course, a serious matter for the 
‘banks. On the other hand, the export 
trade in local produce was steady and 
prices (with the exception of the price of 
coffee which, as had been expected, fell) 
, were good. 











Reflecting recent political developments 
in East’ Africa, the general commercial 
attitude at the moment is one of caution, 
and this is likely to continue for some 
time. In general, however, prospects for 
the future appear reassuring. 


Southern Rhodesia 

In Rhodesia also, as in East Africa, there 
has been a certain flight of capital. The 
markets are noticeably short of fresh funds 
for investment. The note circulation in 
the Federation of Rhodesia and Nyasaland 
at December 31, 1960, totalled £20,707,000, 
as against {19,490,000 at December 31, 
1959. 


London and Paris, etc. 

The Paris and London offices of the 
Bank, as well as the Branches in Casa- 
blanca and Marseilles, maintained in 1960 
their traditional activity, whilst the Geneva 
office showed a satisfactory development in 
its general business. 


Balance Sheet Items 
The Balance Sheet totals show an in- 
crease of more than {11,000,000 compared 
with last year. ‘‘ Current, Deposit and 


Other Accounts”? being up by over 
£9,000,000 and ‘“* Acceptances, Endorse- 
ments and Guarantees”’ by nearly 
£2,500,000. 


The liquid position is satisfactory with 
Cash, Money at Call and Bills Receivable 
totalling nearly 47 per cent of the “‘ Current, 
Deposit and Other Accounts ”’. Investments 
remain at much the same figure as last 
year, whilst “‘ Advances to Customers and 
Other Accounts ”’ have increased by nearly 
£8,000,000. 

The result for the year is a profit of 
£324,397 (against £301,153 last year), 
whilst remittances in respect of profits of 
previous years to be brought into account 
are £125,102 (against £143,450 last year), 
giving a total of £449,499. Adding the 
figure of £24,936 brought forward, there is 
a total profit available of £474,435. 

£200,000 has again been appropriated 
to “‘ Reserve for Contingencies ’’, leaving a 
balance of £274,435. The Committee pro- 
poses that the dividend be maintained at 
10s. per share, absorbing £250,000 and 
leaving £24,435 to be carried forward 
to 1961. 


The Report was adopted. 


















BANCO DI SANTO SPIRITO 


ESTABLISHED 1605 


ROME 








THE ANNUAL GENERAL SHAREHOLDERS’ MEETING 


was held in Rome on April 10, 1961, the Marchese Giovanni Battista Sacchetti being 
in the chair. In the course of the meeting the following Balance Sheet was approved: 


BALANCE SHEET AT DECEMBER 31, 1960 





LIABILITIES ASSETS 
Lit. Lit. 
Capital i i = 3.000.000.0000 Cash and Balances with 
Reserves cs 1.850.000.000 other Banks 31.071.220.857 
Deposits 80.830.543.988 _ Billsand Government Bonds ~55.658.751.649 
Current Accounts (credi- Securities: 
tors) , 102.907.119.195 Real Estate Securities .. 14.178.153.452 
Banker’s Drafts - 4.598.243.287 Miscellaneous Shares 619.232.499 
Creditors (Bills endorsed) _ 2.974.362.218 Holdings .. 592.034.398 
Miscellaneous Creditors .. 9.605.595.342 Stock Exchange Transac- 
Staff Retirement Fund 4.900.000.000 tions 2% ..  10,083.926.954 


1.077.452.000 Bills on hand 36.101.225.143 
Current Accounts (debtors) 44.562.576.114 
..  4.889.873.085 


Assets Rediscounted 


Profit Balance brought for- 
ward ae 6.333.053 Staff Retirement Fund 








Net Profit 1960 524.320.327 Miscellaneous Debtors 3.229.368.206 
Drafts for Collection 10.395.872.052 
Premises 891.735.000 
Furniture, Fixtures and Fit- 
tings me ‘se cs l 
212.273.969.410 212.273.969.410 


16.702.573.509 
92.766.958.850 


16.702.573.509 Unsecured Accounts 


Unsecured Accounts 
992.766.958.850 Counter Accounts. . 


Counter Accounts .. 








321.743.501.769 321.743.501.769 


It was further resolved to transfer Lit. 250.000.000 to reserves and to distribute a 10% 
dividend (pro rata on new shares). 
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SUN INSURANCE OFFICE LTD 


TH LDEST INSURANCE 
63 THREADNEEDLE STREET, LONDON, E.C.2 oo 


OFFICE IN THE WORLD 
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THE PRUDENTIAL ASSURANCE 


COMPANY LIMITED 


(Incorporated in England) 





Another Very Satisfactory Year 





HE Annual General Meeting of the 

Prudential Assurance Company 

Limited will. be held on May 11, 
1961, at 142 Holborn Bars, London, E.C.1. 
The following is an extract from the state- 
ment by the Chairman, Sir Frank Morgan, 
M.C., on the Report of the Directors and 
Accounts for the year ending December 31, 
1960. It is gratifying to report another 
very satisfactory year. At home, record 
business was written in all Branches, 
thanks mainly to the excellent work of 
our Field Staff; Group Pension with profits 
business has continued its rapid expansion; 
Overseas Ordinary Branch business again 
made new records; further substantial in- 
creases were obtained in investment income; 
substantial increases were given in policy- 
holders’ bonuses and in_ shareholders’ 
dividends; new electronic data processing 
equipment was ordered. 


Ordinary Branch 


Record new business figures were 
achieved, both in the United Kingdom 
and Overseas. 

In the United Kingdom the new premium 
income was nearly £8 millions, securing 
sums assured of £190 millions and annuities 
of £113 millions per annum. The sums 
assured under individual policies, which 
are obtained almost entirely through our 
Field Staff, were £151 millions, showing 
an increase of 13 per cent. over the corre- 
sponding figure for 1959. 

In the Overseas branches the total new 
premium income of over £3 millions, 
securing sums assured of £122 millions 
and annuities of £2} millions per annum, 
accounted for 28 per cent. of the figure for 
the Ordinary Branch as a whole. Record 
amounts of new premiums were written in 
Australia, New Zealand and South Africa, 
and Canada showed an increase over the 
previous year. Of the total increase for the 
year in new premiums written overseas, 


XXXVii 


more than half is attributable to Australia 


and New Zealand. 


Pension Scheme Business 


The Prudential has played a worthy part 
in the development of occupational pension 
schemes. At our annual general meeting 
ten years ago my predecessor, Sir George 
Barstow, announced the introduction of 
group pension schemes with participation 
in profits. Four years later the yearly 
premium income from such schemes ex- 
ceeded {1 million. Since then, the business 
has. expanded at a remarkable rate, partly 
through the introduction of new. business 
and partly through the conversion of exist- 
ing non-profit business. Last: year the 
premium income exceeded £15 millions, of 
which approximately £13 millions arose in 
the United Kingdom and over £2 millions 
Overseas. It has thus developed into one 
of the Company’s main classes of business. 

The growth in public demand for 
schemes with participation in profits has 
clearly justified our belief ten years ago 
that such business would become a pro- 
minent feature in British insurance and we 
are naturally proud to have been pioneers. 
We have been fortunate in the latter part 
of these ten years in that favourable invest- 
ment conditions have enabled us to earn 
higher interest yields, the benefit of which 
we have been able to pass on in the form 
of high bonus rates under the large propor- 
tion of the pension scheme business which 
is now on a with-profit basis. We look 
forward with confidence to a continuing 
expansion of our business in this field. 


Industrial Branch 


New sums assured and new premium 
income were again a record in this Branch. 
Although the provision of death cover is 
still a basic purpose of industrial assurance, 
as exemplified in the payment of nearly 
£15 millions in death claims last year, the 





public are increasingly attracted to policies 
which combine saving with death cover. 
Over three-quarters of the 1960 new 
premium income in this Branch was from 
endowment assurance business. The aver- 


age sum assured per new policy last year 
was £82, three times that in 1938. 


Bonus Declarations 


You will already have seen announce- 
ments in the Press regarding our bonus 
declarations and fuller details are set out 
in the Directors’ Report and the accom- 
panying Valuation Report of the Chief 
Actuary. Increased rates of reversionary 
bonus have been declared for policies 
issued in this country and in most of the 
major overseas territories in which we 
operate. In addition, final bonuses have 
been. declared in both Life Branches at 
increased rates, applying to policies of 
assurance issued in the United Kingdom 
up to the end of 1958 which become claims 
by death or maturity during the remainder 
of 1961. 


General Branch 


In the General Branch the premium 
income for 1960, together with that of our 
American subsidiary, exceeded £22 mil- 
lions, an increase of £1? millions. Nearly 
half of this total arose from overseas sources. 


Our gross underwriting profit for 1960 
was £864,000. This was less than the 
record figure of over £1,000,000 for 1959 
but was well over twice the 1958 figure of 
£334,000. ‘These considerable fluctuations 
in total underwriting profits illustrate a 
feature that is to be expected in this Branch, 
and to which I referred last year. 

We have had much evidence of the 
appreciation of policyholders for the swift 
and sympathetic treatment of their claims 
for flood damage. In all the areas affected 
our staff gave prompt on-the-spot service 
and large numbers of claims were paid 
within a few days. This practical experi- 
ence of Prudential service has not only 
evoked the gratitude of policyholders but 
adds once again to the Company’s repu- 
tation. 


Gross interest earnings have again in- 
creased very substantially, with the result 
that, despite the smaller underwriting profit, 
the net trading profit of £977,000, after 
allowing for taxation, exceeded last year’s 


record figure of £936,000. 


Dividends 


The increases in the distributable sur- 
pluses in the Life Branches have again 
enabled the Directors both to improve the 


proportion of these surpluses allocated tg 
the policyholders and to increase the diyj 
dend to the A shareholders. In each of the 


Life Branches the policyholders’ nt. of a aH 


which for 1959 was 93.51 per cent. of the © 
distributable surplus, is now 93.74 per cent, ~ 
The net dividend declared on the Ast 
shares is 8s. 4d. per share, an increase of 1s, ~ 
The net dividend declared on the BS 
shares is increased from 1s. 6d. per share | 
to 1s. 10d. per share. 


& 
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Investments 


ies 


Our funds increased during the year by % 


£77 millions and this amount, 
with the proceeds from sales and redemp- 


tions, gave us £99 millions for new invest- _ 


ment. Our purchases in the ordinary share 


market during the year were £24 millions — 


in addition to £10 millions subscribed for 


shares issued by way of rights in respect at : 


our existing holdings. In 1959, when we 


together 


had felt that the prospects of improving _ : 


returns on ordinary shares were exception~ 
ally good, we invested £41 millions, in ; 


addition to £4 millions by way of rights 4 


issues. 


able on fixed interest securities made it — 


The high interest rates that were obtain- 4 


possible for us to secure remunerative i 
investments in this field and we invested ~ 
£5 millions in securities of or guaranteed ~ 
by the British Government, £5 millions in 7 


Commonwealth Government, Provincial 
and Municipal loans, 
debentures, £20 millions in mortgages and — 


£18 millions in freehold and _ leasehold — 
property. 


high level and we were able to take an_ 


interest in a number of excellent projects A 
A large part of the ~ 


on attractive terms. 


£15 millions in 4 


The demand for finance for q 


a; 


industry and for property continued at a F 


commitments we have undertaken in con- @ 
nection with property developments are ~ 


not reflected in the 


investments made ~ 


during 1960 but will prove remunerative ~ 


outlets for part of our funds during the 7 


current year and beyond. 


The revenue from our ordinary shares © 
was much improved as a result of the sub- 7 
stantial rises in dividend rates that occurred ~ 


in the United Kingdom during the year. © 
The income from our United Kingdom ~ 
adjusted for new pur- ~ 


equity portfolio, 


chases, was almost 18 per cent. higher in ; 


1960 than in 1959. 
from ordinary shares was again the main 
cause of the increase in the average yields 
on our funds. The gross yield on the funds ~ : 
increased by 8s. 5d. to £6 10s. per cent. 


This larger revenue 4 


in the Ordinary Branch and by 9s. to 


£6 14s. in the Industrial — 


Branch. 


11d. per cent. 
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